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The 

Trumps 

Of 

Europe 

By Stephan Faris 



The leading Republican 
presidential candidate has 
counterparts from Paris to 
Amsterdam to Budapest 


From the volume of the outrage, you’d 
think Europeans had never dealt with 
the likes of Donald Trump before. The 
French newspaper Liberation called him 
“the American Nightmare.” The German 
newsweekly Der Spiegel slapped his face 
on its cover in front of flames crawling up 
an American flag. (Online, the fire was ani- 
mated.) Wherever one looks in the con- 
tinent, there’s rising alarm in the media 
about the possibility that Trump could 
become president of the U.S. 

And yet, as much as the headlines 
make him out to be an American phe- 
nomenon, in Europe, Trump would fit 
right in. His mix of nationalistic nativism 
and economic protectionism has proved 
a winning formula for far-right parties 
across the continent. Trump’s rise is rem- 
iniscent of Jean-Marie Le Pen’s, which 
stunned the French media and political 
class when he made it to the second round 
of his country’s presidential election in 
2002. A former paratrooper who’d ques- 
tioned the historical significance of the 
Holocaust, he was widely considered far 
too unconventional, far too crude-and, 
frankly, far too racist-to ever be granted 
a shot at the country’s highest office. 

Voters decided differently. By the time 
the ballots were counted, the candidate 
dismissed as a joke by the establishment 
was one of two presidential contenders. 
“I kept saying, ‘Be careful, he could 
win,”’ recalls Christiane Chombeau, who 
at the time covered the far-right political 
movement for Le Monde. “But nobody 
believed me. They would say, ‘Don’t 
worry. It’s not going to happen.’” 

Le Pen lost the election, but his party 
has only gained in popularity since- 
especially after he was replaced as its 
leader in 2011 by his media-sawy daugh- 
ter, Marine Le Pen. (She kicked him out 
of the party last year after he became 
even more incendiary.) The elder Le Pen 
likes what he sees across the Atlantic. 
On Feb. 27 he tweeted what amounted 
to an endorsement of the New York 
developer-turned-reality-TV-star: “If I 
was American, I would vote for Donald 
TRUMP... May God protect him.” 

The emergence of what might be 
called the Euro-Trumps has been driven 
by the growing importance of immigra- 
tion as a political issue, nurtured by a 
feeling that the European Union has 
become unresponsive to the will of the 
people. These nationalist politicians 
have been pushed into prominence by 
the long economic stagnation that’s fol- 
lowed the 2008 financial crisis. 

Trump’s European counterparts 
draw their support from globalization’s 


losers-working-class voters who feel 
squeezed between an elite that doesn’t 
have their interests at heart and a 
growing class of immigrants they worry 
doesn’t share their values. “It’s people 
who feel that liberal democracy has 
failed them,” says Duncan McDonnell, a 
professor of political science at Griffith 
University in Brisbane, Australia, and co- 
author of Populists in Power. “They feel 
abandoned, and they’re ready to explore 
other options.” 

So common are positions like Trump’s 
in Europe that it might be easier to count 
the countries that haven’t seen Trump- 
lilce politicians than to list the ones 
that have. In Italy, the anti-immigrant 
Northern League is an important power 
broker; its Senate leader, Roberto 
Calderoli, once publicly and unapol- 
ogetically likened Cecile Kyenge, the 
country’s first black cabinet member, 
to an orangutan. In Finland, the Finn 
Party’s soft brand of Nordic nationalism 
has elevated its leader into the govern- 
ment as foreign minister. Austria’s 
Freedom Party, Greece’s Golden Dawn, 
the Danish People’s Party, the Sweden 
Democrats, the U.K. Independence 
Party, and the Swiss People’s Party are 
all fanning the flames of xenophobia into 
electoral success. 

The European politician to whom 
Trump is most often compared is 
former Italian Prime Minister Silvio 
Berlusconi. But while the two men share 
a similar style of presentation, the com- 
parison falls short when it comes to 
policy proposals. Personal behavior 
aside, Berlusconi is-in his messaging, 
at least-a traditional, free-market con- 
servative. Trump is fuzzily moderate- 
if not altogether left-wing-when it 
comes to the economy, opposing cuts 
to Social Security and pledging to protect 
American jobs from free-trade agree- 
ments even as he lumps Mexican immi- 
grants together with rapists and promises 
to ban Muslims from entering the U.S. 

Trump’s place on the political spec- 
trum is more similar to that of Geert 
Wilders, a Dutch parliamentarian who’s 
built his career on attacking immigrants 
in general and Muslims in particular. 
“Trump’s strategy is exactly the same 
as Wilders’s. He never retreats. He never 
apologizes,” says Meindert Fennema, 
who’s written a biography of the Dutch 
politician. “Journalists give them a lot of 
attention because they would like to kill 
them.” Like Trump among Republicans, 
Wilders’s party is far ahead in the polls. 
With elections expected to take place 
in the Netherlands within a year, it 
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could receive twice as many votes as 
its nearest rival. 

Wilders’s political history is instruc- 
tive. He entered politics in 1997 as a rabid 
champion of the free market. But as the 
years progressed, he swung to the left eco- 
nomically, realizing that the voters he was 
courting were more interested in protect- 
ing their pocketbooks than ripping up reg- 
ulations. Most recently, Wilders has begun 
to cast the Dutch welfare state as some- 
thing to be defended against immigrants. 

He and Trump share a mastery of 
gutter politics and a gift for the well- 
timed insult. Wilders once described the 
head of the parliamentary opposition as 
“a corporate poodle . . .yelping and peeing 
on a tree, but when the prime minister 
arrives he jumps up in his lap.” In a Dutch 
political culture usually characterized 
by courtesy, he’s dismissed speeches in 
Parliament as “diarrhea” and described 
mosques as “places of hate.” 

And then there’s the hair. Wilders 


If Europe, of all places, 
hasn’t become 
immune to the radical 
right, no place can 


sports an immediately recognizable 
bouffant, with curly blond waves that 
look as if they were painted by Vincent 
van Gogh. “It’s a really smart political tool 
for him,” says Tom-Jan Meeus, a political 
columnist at NRC Handelsblad, one of the 
country’s largest newspapers. “It brands 
him as a political outsider. He’s one of the 
longest-serving members of Parliament in 
the country, but because of his haircut, 
nobody is going to notice.” 

Wilders, too, has endorsed Trump. On 
the day after the Republican presidential 
candidate proposed a temporary halt to 
Muslim immigration, Wilders tweeted: 
“I hope @realDonaldTrump will be the 
next US President. Good for America, 
good for Europe. We need brave leaders.” 
Europe may also offer a peek at what 
a Trump presidency could look like if he 
makes it to the White House and delivers 
on his campaign promises. In Hungary, 
Prime Minister Viktor Orban’s govern- 
ment has become increasingly authori- 
tarian. Recently, he’s positioned himself as 
a defender of Christianity against an influx 
of Muslim immigrants, responding to the 
biggest refugee crisis since World War II 
by building a fence along the border with 
Serbia and passing a law that makes illegal 
immigration punishable by three years in 


jail. Once a champion of democracy-he 
called for the withdrawal of Soviet troops 
five months before the fall of the Berlin 
Wall-Orban has swung far to the right. 
As prime minister, he’s curbed press free- 
doms, undermined his country’s checks 
and balances, and decried the failure of 
“liberal democracy.” 

To be sure, the political systems 
in the U.S. and Europe are very dif- 
ferent. The system of proportional 
voting in many European countries, 
for instance, makes it easier for a small 
party to coalesce and survive. (As in a 
crowded presidential primary, propor- 
tional voting favors the emergence of 
strongly held minority views.) 

And yet, the lesson for Americans from 
across the Atlantic is clear. Even if Trump 
doesn’t win in November, the political 
ideology he’s unleashed-or perhaps 
exposed-is unlikely to shrivel away after 
the votes are counted. If, of all places, the 
nations of Europe haven’t developed anti- 
bodies to the radical right, no country can 
expect to be immune. Should Trump’s bid 
for the presidency fall short, it’s hard to 
imagine that he’ll continue to campaign 
for decades, waiting for another shot. But 
the constituency he’s building is likely to 
stick around. © 
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Will the U.S. Miss a 
Medical Revolution? 

Congress has to lift— cautiously— a ban on 
federal funding of research on human embryos 



One of the most exciting and promising developments in the 
history of medical science may bypass the U.S. if Congress 
fails to act. It needs to lift the ban on federal spending on 
research involving human embryos. Other governments are 
already responding to the progress being made in genetic tech- 
nology. The U.K. has given researchers permission to use a 
gene-cutting technique called Crispr-Cas 9 to investigate how 
human embryos develop. Chinese scientists are wielding the 
same tool to see if it’s possible to fix the gene responsible for 
beta thalassemia, a deadly blood disorder. (So far, no.) 

In the U.S., such studies are allowed-but only if they are 
privately funded. Not only is there the congressional ban but 
the National Institutes of Health has refused to fund research 
that uses gene-editing technologies on human embryos. 

This prohibition, unfortunate in itself, poses a greater 
problem: When genetic techniques advance to the point where 
they might be used clinically-that is, to safely prevent disease 
in human embryos that progress to live births-the Food and 
Drug Administration won’t be able to license them. This gives 
Congress an even more compelling reason to change course. 

The FDA has pointed out this problem: Its own expert panel 
has recommended that medical scientists be allowed to pursue 
mitochondrial replacement therapy, or MRT. This is an exper- 
imental genetic technique that has the potential to prevent 
debilitating, and sometimes deadly, mitochondrial diseases 
with so-called three-parent embryos. (It substitutes a healthy 
donor’s mitochondrial DNA for an embryo’s flawed version.) 

For such technology to move beyond the laboratory and 
into actual practice, however, the FDA would have to license 
it, as if it were a drug or a medical device. But the agency said 
Congress prevents it from “using funds to review applications 
in which a human embryo is intentionally created or modified 
to include a heritable genetic modification.” 

And this is precisely what MRT does: It modifies an embryo 


in a heritable way. By the same token, the kind of human DNA- 
editing that Crispr is expected to enable-to alter genes respon- 
sible for diseases such as Tay-Sachs, Huntington’s, and sickle 
cell anemia-would presumably result in heritable changes. So 
it’s possible to imagine a future in which there are powerful 
medical weapons that would be prohibited in the U.S. 

It’s true that these advances raise ethical and social con- 
cerns. In the case of MRT, offspring would have genes from 
three people-nuclear genes from the main parents and mito- 
chondrial genes from a separate “mother.” And the changes this 
would bring about, however beneficial, would be irreversible. 

The way to deal with these concerns isn’t to ban the prac- 
tice. It’s to carefully monitor it. Scientists should proceed with 
caution-but they should be allowed to proceed. 


China’s Welcome 
Action on North Korea 

Tougher sanctions may help slow 
Pyongyang’s nuclear ambitions 


Under the terms of a United Nations Security Council reso- 
lution approved on March 2 , countries will have to inspect 
any cargo going into or coming out of North Korea. Sales of 
conventional weapons and aviation fuel to the North will be 
prohibited, along with its exports of gold, titanium, and rare 
earth minerals. More than 30 people and entities will be added 
to a UN blacklist for travel and trade. 

It’s promising that China has agreed to the tough resolution, 
despite recent frictions with the U.S. and its allies. As North 
Korea’s main trading partner-accounting for nearly 80 percent 
of its imports and exports- China will be critical to making the 
new measures bite. In recent weeks, some encouraging but 
unconfirmed reports have suggested the Chinese may already 
be tightening up on cross-border trade. 

That said, Chinese enforcement of previous resolutions has 
been inconsistent. The new sanctions reportedly allow North 
Korea to continue selling coal and iron ore-its top two exports- 
as long as the profits aren’t used for illicit weapons programs. 

Even if the Chinese put extraordinary pressure on their ally, 
the sanctions cannot be expected to force all the changes the 
world wants to see in Pyongyang. They won’t dissuade leader 
Kim Jong Un from pursuing a working, nuclear-tipped ballistic 
missile that can reach the U.S. They’re also unlikely to lure him 
back into six-party talks to denuclearize the Korean Peninsula. 

What the sanctions can do is slow the North’s weapons pro- 
grams and reinforce international resolve to block Kim’s ambi- 
tions. China’s new cooperativeness appears to be driven in 
part by a desire to prevent the deployment of U.S. antimissile 
defenses in South Korea. Talks on this program should continue, 
not least to encourage China to enforce the sanctions. The U.S. 
should foster coordination with Japan so that the allies’ respec- 
tive missile defenses reinforce one another.© 
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How Much Time Does Maduro 



One Year? Five Months? Two Weeks? 


► Venezuela’s president is part of the country’s problem, but the opposition can’t get rid of him 

► “We’re at the doorstep of the abyss, a catastrophe” 


As Governor Henri Falcon takes his 
morning jog through Barquisimeto, 
the capital of Lara state in Venezuela’s 
farming heartland, the scene is bleak. 
It’s not dawn, and the stores don’t open 
until 8 a.m., yet hundreds are lining 
up to buy food. Even after daybreak, 
windows will remain dark because of 
rolling blackouts; government services 
have collapsed; and hospitals are so 
crowded that the sick share beds. 

Falcon is a rarity in a deeply 
polarized country: a lawyer and former 
military man who broke ranks with 
the late Hugo Chavez yet remains in 
power as part of the opposition. Three 
months ago, the opponents of Chavez’s 
successor, Nicolas Maduro, won an 
overwhelming victory in legislative elec- 
tions. The opposition’s leaders decided 
to give Maduro six months before they 
would try to oust him legally. As Falcon 
runs through the city, nodding to con- 
stituents, he provides his analysis: Don’t 
expect anything to change soon; the 
suffering must get much worse before 
the Maduro government releases its 
grip on power. “We’re at the door- 
step of the abyss, a catastrophe in the 
country,” he says. “But we’re not facing 


a crippled adversary. It would be naive 
to think so.” 

Since the elections, the animosity 
between Maduro and the opposition 
has grown so bitter that the government 
spikes the bills drafted by the opposition 
congress while offering little in the way 
of alternatives. Venezuela continues to 
slide deeper into economic depression. 

Over the last month, opposition 
parties have been debating how to force 
Maduro out as soon as is legally pos- 
sible. They may try to remove him by 
amending the constitution to shorten 
the length of the president’s term in 
office from six years to four. They may 
rewrite the constitution entirely, which 
could force the president to step down 
while a new charter is being drafted. A 
recall referendum is an option. 

Maduro isn’t going to go easily. With 
firm control over the oil industry- 
the only cash cow in the economically 
moribund country-he’s been able to 
maintain his hold on crucial elements 
of popular welfare programs and has 
treated the military well, so it’s unlikely 
to dislodge him. He still pins the blame 
for Venezuela’s plight on an “economic 
war” being waged against his country 


by the U.S., as well as his local oppo- 
nents, an argument that appeals to loyal 
Chavistas. “Venezuela is facing an inter- 
national financial blockade,” Maduro 
told TV viewers in mid-February while 
unveiling some economic reforms, 
although there is no such blockade. 

Opposition leaders, for all their prom- 
ises of a new day, insist the government 
take responsibility for the country’s 
near-bankruptcy and the failure of its 
economic model, something Maduro is 
unlikely to do. “Politically, the country 
is frozen,” says Carlos Romero, a polit- 
ical scientist at the Central University 
of Venezuela. “Economically, the gov- 
ernment doesn’t want to assume the 
costs of adjustments, yet neither does 
the opposition.” The adjustments are 
painful, unpopular structural reforms. 

With billions of dollars in government 
bonds coming due this year, Maduro 
has made some changes. He devalued 
the currency and hiked the price of gas- 
oline more than 6o-fold-it still costs 
just pennies to fill up a tank. He’s trying 
to lease large stretches of rich oil and 
mineral deposits to Canadian, Russian, 
and other foreign investors. But years 
of mismanagement and a drop of more 
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than 70 percent in the price of oil mean 
those measures will do little more than 
extend his government’s lease, say skep- 
tics. “It gives the government breath- 
ing room to avoid a default, but it’s 
not enough to avoid economic crisis,” 
says Venezuelan economist Alejandro 
Grisanti, formerly with Barclays Capital. 
The International Monetary Fund 
expects inflation to surpass 700 percent 
and the economy to shrink for the third 
straight year. 

One of the issues facing Maduro is 
that the other remedies to the crisis- 
loosening state controls, rolling back 
subsidies, and returning hundreds of 
businesses and tracts of private land 
seized by Chavez-aren’t part of the gov- 
ernment’s strategy. Temir Porras, a 
former top aide to Maduro, poses the 
dilemma of any leftist regime this way: 
“How do I face a situation like this one 
without employing socially regressive 
policies?” As a result, “they have been 
paralyzed,” says Porras, who remains a 
member of Maduro’s party. 

The president has barely acknowl- 
edged his electoral defeat in December, 
ceding little ground to the opposition. 
He’s used the courts to sidestep con- 
gress’s decisions and vowed to block 
the opposition’s central initiatives, 
such as giving deeds to public housing 
residents and granting amnesty to 


dozens of jailed politicians and activ- 
ists. At the same time he’s gone through 
three economy czars in three months, 
turmoil that hasn’t helped reignite 
growth. One former Maduro associate 
says the president is no longer the deci- 
sive leader he once was and that he’s 
being pressured by advisers with con- 
flicting views of what to do. 

For its part, the opposition has 
no unifying agenda beyond unseat- 
ing Maduro. “Venezuelans’ hope for 
an immediate change in government 
is, in practice, an illusion,” says Jose 
Vicente Haro, a lawyer and head of 
the Venezuelan Constitutional Law 
Association. Barring a resignation by 
Maduro, some believe a break in the 
political stalemate will occur only after 
greater economic and social deteriora- 
tion. “Any other option only becomes 
available when we’re in a situation that 
is far worse than what we are in now,” 
says Margarita Lopez Maya, a historian 
at the Central University of Venezuela. 

Governor Falcon, who’s partici- 
pated in unsuccessful meetings among 
government, opposition, and busi- 
ness leaders, says he still believes in 
dialogue. “There is no other path; 
the other is confrontation, anarchy.” 

— Andrew Rosati 

The bottom line President Maduro is determined 
to cling to power but must outwit opposition 
lawmakers to do so. 



Prices 


Good News! Inflation 
Shifts into Higher Gear 

► Consumer prices in January had 
their biggest rise since 2012 


► The FOMC “will be less worried 
about inflation being too low” 

Federal Reserve Chair Janet Yellen and 
her colleagues are getting exactly what 
they wished for-just way earlier than 
they, and most economists, expected. 

The prices of goods and services 
that consumers buy, excluding food 
and fuel, rose 0.3 percent in January 


from December, the biggest gain since 
2012, according to the Department of 
Commerce’s inflation measure that 
the Fed prefers to rely on. The January 
jump lifted the annual increase in 
prices, excluding food and fuel, to 
1.7 percent. That’s higher than the 
1.6 percent the Fed projected for core 
inflation in the fourth quarter of 2016. 

That may seem like a small change, 
but the central bank’s goal is to get total 
inflation, including food and fuel, up 
to 2 percent, a level consistent with 
a healthy economy. Anything less 
exposes the economy to the risks of 
disinflation and deflation, which have 
hamstrung Japan for decades. In a disin- 
flationary or deflationary environment, 
consumers have no compelling reason 
to spend more, since prices go down or 
increase at a snail’s pace. Under moder- 
ate inflation, they want to spend rather 
than have their buying power reduced. 

The jump in prices makes it more 
likely that members of the policymaking 
Federal Open Market Committee, which 
next meets on March 15-16, will con- 
tinue to raise interest rates. The trick 
will be to time those increases in a way 
that keeps growth humming while pre- 
venting prices from overshooting their 
goal. Roberto Perli, a former Fed offi- 
cial who’s now a partner at Cornerstone 
Macro, an economic research firm in 
Washington, says he doesn’t think the 
Fed will raise rates until June. But, he 
says, “Overall, the committee is going 
to see this as good news and will be less 
worried about inflation being too low.” 

Before the January inflation data, 
investors had assigned very low odds 
to the prospect of any rate increase 
this year as turmoil in global markets 
and the pokey U.S. recovery offered 
proof that superlow rates were still 
needed. Expectations of a hike rose 
after the inflation news, with traders’ 
odds rising above 50 percent for 
at least one rate rise by the Fed’s 
December 2016 meeting, according 
to Bloomberg calculations. Chances 
of a hike by the Fed’s June meeting 
climbed to 35 percent on Feb. 26, the 
day the inflation data were released, 
from 24 percent the day before. 

When looking at long-term price 
trends. Fed officials focus on the ► 
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4 Commerce Department’s inflation 
measure that includes prices for food 
and fuel. That overall measure has 
been dragged down by a 5.2 percent 
yearly decline in what the agency calls 
energy goods and services. But even 
with cheap gasoline and other fuels 
weighing down the inflation gauge, 
prices over the 12 months through 
January climbed 1.3 percent, com- 
pared with a 0.7 percent increase for 
the 12 months through December. As 
oil prices stabilize, the gauge is likely to 
keep moving toward 2 percent. 

Fed officials have been more 
optimistic than the markets about 
their ability to strengthen growth and 
increase prices. When they raised the 
federal funds rate by a quarter of a 
percentage point in December, they 
penciled in a full percentage point 
of additional tightening in 2016. Fed 
governors and Fed bank presidents 
predicted that inflation would reach 
2 percent by the end of 2017. And they 
suggested that future rate increases 
would depend on “actual” gains in 
inflation-solid proof that a price 
upturn was under way. 

With the 2 percent goal within reach, 
any decision to hold off from raising 
rates may become tougher to explain 
to investors, since the Fed doesn’t want 
to damage its credentials as an inflation 
fighter. Though welcome, the jump in 
prices “is going to make the Fed’s job a 


lot more difficult,” says Ryan Sweet, a 
senior economist at Moody’s Analytics 
in West Chester, Pa. “They should be 
more confident that inflation is going 
to hit their target fairly soon-late this 
year or early next. That really makes 
their communication and their deci- 
sion in March much more challenging.” 
— Carlos Torres and Victoria Stilwell 


The bottom line The Fed didn’t expect inflation to 
be this high until the end of 2016. Investors must 
recalculate the odds of rate hikes this year. 



Economic Diplomacy 


The G-20 Meets, Talks, 
And Does Little 


► The biggest economies fail to 
coordinate more stimulus 


► “They should go bold ...and they 
should go together” 

Why can’t the Group of 20 large 
economies agree on a plan to lift 
world growth? According to a 
working paper released in January by 
Harvard University Kennedy School of 
Government economist Jeffrey Frankel, 
different sets of nations don’t just dis- 
agree on solutions; they even dis- 
agree on what game is being played. 



“When two players sit down at the 
board, they are unlikely to have a sat- 
isfactory game if one of them thinks 
they are playing checkers and the 
other thinks they are playing chess,” 
Frankel wrote in the paper, titled 
“International Coordination.” 

Frankel’s framework helps 
explain what happened 
when G-20 finance ministers 
and central bankers met in 
Shanghai on Feb. 26-27. While 
reiterating their 
commitment to 
avoid currency 
wars, the leaders 
came away without an 
agreement to stimulate global 
growth through coordinated 
government spending, such as 

stepped-up infrastructure 
investment. “Investor 
hopes of coordinated 
policy actions proved 
to be pure fantasy,” 
David Loevinger, a 
former China special- 
ist at the U.S. Department of 
the Treasury and now an analyst 
at fund manager TCW Group, said 
after the meeting. “It’s every country 
for themselves.” 

The International Monetary Fund 
and the U.S. went to Shanghai believ- 
ing the world is suffering from a short- 
fall in demand that can be cured with a 


Prices More or Less? 


Inflation has started to pick up in the U.S., but it hasn’t hit all goods and services 
equally. Fifty-four of the 187 components of the consumer price index were at 
least 1 percent less expensive in January than they were a year earlier. Below is a 
look at some of the items in the CPI that became costlier in the last 12 months and 
some that became cheaper. — Peter Coy and Mark Glassman 
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short-term, coordinated burst of stimu- 
lus. “They should go bold, they should 
go broad, and they should go together,” 
IMF Managing Director Christine 
Lagarde said. “Together” is the key 
word in her sentence. (Frankel called 
coordinated stimulus a “locomotive 
game” in his January paper.) 

If a single country, such as China, 
tries to stimulate growth while others 
don’t, much of its stimulus will tend 
to leak abroad, benefiting other coun- 
tries. That’s because a portion of the 
money Chinese households get from 
stimulus will be spent on imported 
goods. Leakage isn’t a problem if all 
countries stimulate at once, Maurice 
Obstfeld, the IMF’s chief economist, 
said at the U.S. Monetary Policy Forum 
in New York on Feb. 26. 

But other countries, includ- 
ing Germany and Britain, arrived in 
Shanghai believing that stimulus is inef- 
fective and the real risk is that govern- 
ments will be tempted to overborrow, 
pushing up interest rates for every- 
one else. If so, rather than spending 
more, the public-spirited thing to do 
is spend less and flush excesses out of 
the system. “The debt-financed growth 
model has reached its limits,” German 
Minister of Finance Wolfgang Schauble 
said at an event in Shanghai before the 
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formal meeting. If the stimulus con- 
tinues, he said, “we’ll be the walking 
dead.” Frankel-who wrote his paper 
before the Shanghai meeting but was 
familiar with the nations’ leanings-said 
countries such as Germany are playing 
what he calls a “discipline” game. 
“Germany’s view is that it is doing ^ 
everyone a favor by exercising as 
much budgetary discipline as it 
is,” he wrote. 1 

With its economic growth 
slowing, China is stepping 
up fiscal stimulus 
via increased public 
spending, a widen- 
ing budget deficit, and 
a $489 billion debt-refinancing 
plan for local governments. China] 
would benefit if other countries 
also stoked demand, which 
would help its exports. 

Yet the host nation 
didn’t try to get other 
countries to play a locomo- 
tive game. “China’s leadership 
style is cautious and consensus- 
oriented,” says John Kirton, co-direc- 
tor and founder of the G-20 Research 
Group at the University of Toronto; its 
leaders didn’t want to take sides in a 
chess-vs. -checkers debate. This is what 
can happen at an economic summit 
when delegates show up with radi- 
cally different views of the world. Wrote 
Frankel: “If different countries have 
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fundamentally different models [of 
the world economy] in mind, the offi- 
cials might not even be able to carry 
on a coherent discussion of the poten- 
tial gains from coordination and how to 
achieve them.” — Peter Coy 

The bottom line The finance ministers of the G-20 
meeting in Shanghai couldn’t even agree on the 
objective they should pursue. 


Capital 

Overwhelmed by 
Chinese Investment 


► A Treasury committee scours 
purchases for security issues 

► “Such scrutiny of Chinese 
companies... is unfair” 

In China, “no” is an answer that 
Tsinghua Unisplendour doesn’t 
usually hear. The Beijing-based tech 
power has deep political connections: 
It’s owned by Tsinghua University, 
China’s top tech school and the 
alma mater of President Xi Jinping. 
Unisplendour last year paid $2.3 billion 
for a controlling stake in HP’s Chinese 
server business. Affiliated company 
Tsinghua Unigroup spent over 
$2.2 billion to buy two Chinese chip 
designers in 2013 and last year unveiled 
plans to invest $2.7 billion in three 
Taiwanese chip assemblers and testers. 
In September, Unisplendour said it 
would invest $3.8 billion in Western 
Digital, the Irvine, Calif., hard drive 
maker. The purchase would have made 
it the company’s largest shareholder, 
and would have been the biggest tech 
investment by any Chinese buyer ever. 

On Feb. 23, Unisplendour announced 
it was walking away from Western 
Digital rather than undergo a review by 
the Committee on Foreign Investment 
in the U.S., or CFIUS. The commit- 
tee’s nine-member panel is chaired 
py Treasury Secretary Jacob Lew and 
llso includes the heads of the depart- 
ments of Justice, Homeland Security, 
Commerce, Defense, State, and Energy, 
as well as the Office of the USTR and the 
Office of Science and Technology Policy. 
Since it has the authority to block deals 
it concludes pose a threat to national 
security, it exerts great influence ► 
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13 percent two 
years earlier 



Percent increase in China’s GDP in the fourth quarter of 2015 from a year earlier, 
calculated in dollars and without adjusting for inflation. Slow growth by this 
measure makes it harder for China to repay its debts, especially dollar loans. 



^ on which U.S. companies can be 
acquired by foreign corporations. 

The Treasury Department wouldn’t 
comment on CFIUS’s recent reviews. 

Unisplendour isn’t the first Chinese 
company to retreat from a fight with 
CFIUS. A $2.8 billion sale to a Chinese 
private equity firm of the lighting com- 
ponents business of Philips fell apart 
in January after the Dutch giant said 
CFIUS had “concerns.” A subsidiary of 
the business is in San Jose, giving CFIUS 
the right to review the deal. On Feb. 16, 
San Jose-based chipmaker Fairchild 
Semiconductor rejected a Chinese bid. 
Bloomberg Intelligence analyst Woo 
Jin Ho wrote in a Feb. 24 note that the 
company rejected the bid because of 
regulatory concerns. “Such scrutiny of 
Chinese companies planning to invest 
in the U.S. is unfair,” the Global Times , a 
state-controlled newspaper in Beijing, 
wrote on Feb. 25, “and not in the inter- 
est of the U.S.” Fairchild didn’t respond 
to a request for comment. 

CFIUS actually does authorize 
Chinese deals. Last year it signed off 
on a $1.9 billion Chinese acquisition 
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of Santa Clara-based OmniVision 
Technologies, which makes camera 
sensors used in the iPhone. Another 
Chinese group in December success- 
fully concluded its $790 million pur- 
chase of Milpitas, Calif. -based chip 
designer Integrated Silicon Solution. 

Such completed deals suggest the 
U.S. government isn’t singling out all 
transactions involving Chinese buyers, 
says Thilo Hanemann, director of 
Rhodium Group, an economic research 
firm. “CFIUS has been quite consistent,” 
he says. “It’s just that there have been a 
number of deals with potential national 
security implications.” 

As the pace of Chinese overseas 
investment picks up, “there is a real 
question of whether CFIUS has the 
capacity to continue to manage its 
workload,” a Feb. 22 report from law 
firm Covington & Burling concluded. 
The flood of Chinese money into the 
U.S. is straining the bureaucracy. Of the 
147 proposed purchases the commit- 
tee reviewed in 2014 (the most recent 
year for which statistics are available), 
two dozen were Chinese, according to 
the committee’s Feb. 19 annual report. 
That made China the leading source of 
reviews for the third year in a row. 

In January and February, Chinese 
companies announced plans to spend 
more than $77 billion on foreign deals. 
On Jan. 12 billionaire Wangjianlin’s 
Dalian Wanda Group agreed to spend 
as much as $3-5 billion for Legendary 
Entertainment, the Hollywood 
company behind Jurassic World. 
Qingdao Haier on Jan. 15 agreed to 
a $5.4 billion purchase of General 
Electric’s appliance business. On 
Feb. 17, Tianjin Tianhai Investment, 


a shipping and logistics company, said 
it would spend $6.1 billion for Ingram 
Micro, a California distributor of com- 
puter hardware, networking equip- 
ment, and software products. 

CFIUS has the right to review not 
only any acquisition of an American 
company by foreign interests, but also 
“any deal that could result in control 
of a U.S. business by a foreign person,” 
according to its website. An espe- 
cially sensitive topic is the purchase of 
American know-how in semiconduc- 
tors by Chinese investors. The Chinese 
are determined to build a world-class 
chipmaking industry. 

The U.S. approval process will 
become even more fraught as political 
scrutiny increases with the approach 
of the November election and the tran- 
sition to a new president, Covington 
warned. “We are seeing a tipping point 
emerge with respect to the flexibil- 
ity and capacity of the U.S. regulatory 
and political processes to absorb the 
growing flow of Chinese investment.” 
— Bruce Einhorn 

The bottom line China’s plans to spend $77 billion 
on foreign investments so far this year will include 
major moves in the U.S. 
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Russian Debt Collectors 
Have a Short Fuse 


► Debtors face threats and attacks 
with little recourse 

► “They are almost willing to kill, or 
at least threaten” 

On the night of Jan. 27, a Molotov cock- 
tail crashed through the window of 
a house in the central Russian city of 
Ulyanovsk, badly burning a toddler. 
Prosecutors charged a 44-year-old man 
with the firebombing, saying he had 
threatened the child’s grandfather over 
past-due payments on a 4,000-ruble 
($51) loan. The accused, a former police 
officer, has denied the charges. 

As Russia’s economy falters, its cit- 
izens are sinking deeper into debt- 
and bill collectors are going after them 
with vehemence. In recent months, 
collection agents have been charged 
with assaulting debtors, vandalizing ► 
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< their cars, even destroying baby car- 
riages parked outside apartments. 

A preschool in southern Russia was 
evacuated in December after a caller 
threatened to attack the building unless 
an employee paid a debt owed by her 
husband. In another case, Anton and 
Anna Byskup, who live in Novosibirsk, 
say that unidentified collectors in 
January sent e-mails to their friends and 
relatives with a fake obituary of their 
baby daughter and put Anna’s photo 
and telephone number on a website 
advertising prostitutes’ services. The 
couple say they fell behind on repay- 
ing a short-term 15,000-ruble loan from 
a high-interest payday lender. “I was 
shaking, I had a nervous breakdown,” 
Anna said in a TV interview. 

Outrage over such tactics has 
spurred calls for tougher regulation; 
social media sites have emerged where 
victims can post stories with photos 
and videos documenting harassment. 
“People need help. They’re being ter- 
rorized,” says Alexander Naryshkin, 
a programmer in St. Petersburg who 
helped set up an online forum called 
STOP Collector after he was harassed 
over a 350,000-ruble loan that he used 
to buy computer equipment. 

Russians went on a borrowing spree 
as their economy recovered from 
the 2008 global financial crisis. Total 
consumer debt more than doubled, 
to 10.3 tril- 
lion rubles, last 
year from 2008, 
according to the 
National Bureau of 
Credit Histories, 
a Moscow-based 
credit bureau. A 
steep plunge in 
the ruble since 
2014 has helped 
fuel borrow- 
ing as shoppers, anticipating higher 
prices, stocked up on imported con- 
sumer electronics and other goods. 
Now, with the economy in recession, 
about 10 percent of consumer debt 
is in arrears, including an overdue 
rate of more than 25 percent on debt 
to payday lenders, according to the 
credit bureau. (Only 4 percent of mort- 
gage loans are in arrears.) 

Payday lenders offer short-term unse- 
cured loans, often with interest com- 
pounded daily. Anton and Anna Byskup 
say they borrowed from Domashnie 


1.2 


trillion rubles 


Russian consumer 
debt at least 
90 days overdue 



Dengi (Home Money), 
which says on its 
website that it charges 
1 percent interest per 
day-365 percent annu- 
ally. Such lending has 
boomed in the down- 
turn. The volume of 
payday borrowing 
rose nearly 17 percent 
during the fourth 
quarter of 2015, with 
loans averaging about 
12,000 rubles, accord- 
ing to the National 
Bureau of Credit 
Histories. Domashnie 
Dengi Chief Executive 
Officer Andrei Bakhvalov 
declined to comment on the 
Byskups’ case but said in an 
e-mail that the company some- 
times sold off delinquent loans 
to outside collectors if its own 
collection efforts had failed. 

“It is a common practice in the 
financial market,” he wrote. 

The National Association 
of Professional Collection 
Agencies says it represents 
90 percent of the coun- 
try’s debt collectors and that 
none of its members has 
been accused of illegal activ- 
ity. “Basically they’re in a 
call center with a script. 

They rarely go anywhere,” says Boris 
Voronin, the group’s director. The 
remaining 10 percent of collectors, 
however, “are hooligans,” he says. “For 
a few thousand rubles they are almost 
willing to kill, or at least threaten.” 

Debtors complain that authorities 
rarely investigate reported threats 
from collectors. Ismail Guseinov, the 
grandfather of the child injured in the 
Ulyanovsk firebombing, told Russian 
news media that he had previously gone 
to the police after he received menac- 
ing text messages and someone threw 
a brick through his window with a note 
demanding payment. No action was 
taken, he said. After the Molotov attack, 
prosecutors said they identified the 
suspect by tracing the text messages to 
his cell phone. 

Under a law that took effect last 
October, Russians now have the right 
to file for personal bankruptcy. But the 
law requires at least 500,000 rubles in 
overdue payments, far more than many 


debtors owe. Russia’s parliament is con- 
sidering legislation to rein in or even 
abolish the debt collection business. But 
tighter controls could make life harder 
for legitimate collection agencies, while 
unscrupulous collectors would operate 
illegally, Voronin says. 

With an estimated 11.6 million 
Russians owing 1.2 trillion rubles in 
overdue loans, the issue isn’t going 
away. “As long as there are debts there 
will be collectors,” says Alexander 
Akhlomov, head of product manage- 
ment at the United Credit Bureau, 
a Moscow-based credit-monitoring 
agency. But, he says, “you need to use 
civilized methods.” — Carol Matlaclc 
and Anna Andrianova 

The bottom line With about 10 percent of 
consumer debt in arrears, Russia’s parliament is 
considering legislation to regulate debt collection. 

Edited by Christopher Power and 

O Dimitra Kessenides 
Bloomberg.com 
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Etsy Says Factories 
Are Artisans, Too 

► Chasing growth, the quirky marketplace redefines its mission 

► “I don’t see handmade as. ..at the core of Etsy’s values” 


Etsy, the online marketplace for 
all things handmade, got its start 
in Brooklyn ll years ago as a quirky 
alternative to anonymously and 
cheaply produced goods. It was per- 
sonal and artisanal, a crafts fair of the 
obscure and mundane. Among the mil- 
lions of items for sale: a taxidermied 
Siberian weasel, a vintage Underwood 
typewriter modified to work as a key- 
board, and T-shirts that say “I Can’t 
Adult Today.” Four years ago, the New 
York company was certified by the non- 
profit B Lab as a B Corp, which means 
it considers social and environmental 
pursuits as important as financial ones. 

Now Etsy is listed on the Nasdaq 
stock exchange. It calls itself a tech 
company and its sellers “creative 
entrepreneurs.” And it has Silicon 
Valley-size ambitions. Etsy executives 
are no longer content to oversee 
a cheery outpost that stands aloof 
from the e-tailing mainstream. “Our 
mission is to reimagine commerce in 
ways that build a more fulfilling and 
lasting world,” says Chad Dickerson, 
who was promoted from chief tech- 
nology officer to chief executive in 
2011. “We don’t want what Etsy is 
doing to be a marginal niche effort.” 
What Etsy is doing, he says, is human- 
izing each piece of the supply chain, 
including manufacturing. 

First, Etsy had to reimagine the def- 
inition of handmade itself. Now a 
seller (about 85 percent are women) 
need only show “authorship” over an 
item’s design and development, take 
responsibility for how it’s put together, 
and be transparent about how many 
hands are involved. To this end, Etsy 
has allowed manufactured goods to 
be sold on the site for more than two 
years. In September the company 
introduced a program to help sellers 
connect with approved factories. 

Fred Wilson, Etsy’s lead indepen- 
dent director and co-founder of Union 
Square Ventures, an early investor 
in the company, says thinking about 
Etsy only as a marketplace for hand- 
made goods is too limiting. “Etsy 
serves a larger community than that,” 
he says. “I don’t see handmade as 
something that’s at the core of Etsy’s 
values. More important is that it’s ► 
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Handmade Trouble 


28 % 

Amount shares fell 



Growth in active 

sellers* since 

prior quarter ^ q 0/q 




5% 



b ° % 


2Q ’14 4Q ’15 


Growth in active 
buyers* since 
prior quarter ^ q 0/o 


5% 

0 % 


2Q ’14 4Q ’15 


DATA: COMPANY FILINGS; BLOOMBERG. 'ACTIVE SELLERS INCURRED AT LEAST ONE CHARGE 
IN THE LAST 12 MONTHS; ACTIVE BUYERS MADE AT LEAST ONE PURCHASE IN THE LAST 12 MONTHS 


A person-to-person commerce .” 

Such talk has led to pushback from 
some in the Etsy community who worry 
this shift will damage the site’s reputa- 
tion as a marketplace for unique items. 
Under Etsy’s requirement that sellers 
simply be responsible for the design of 
manufactured goods, “wouldn’t most 
products be ‘handmade’ by someone 
somewhere?” Katie, the owner of a 
vintage accessories shop on Etsy, wrote 
in an Etsy forum in January. “Every 
mass-produced pillow in the world had 
to be designed by people who worked 
with a factory. ... How does Etsy’s claim 
of being a handmade marketplace hold 
any water now?” 

Dickerson says Etsy is 
proceeding carefully to 
ensure that the relationships 
between sellers and facto- 
ries meet the company’s 
standards. He also acknowl- 
edges dissent. “We’ve admit- 
ted that defining ‘handmade’ 
in a way that makes every- 
one happy isn’t possible,” 
he says. “So we focused on defining 
it in a way that everyone can under- 
stand and that we can enforce.” Brean 
Capital analyst Tom Forte describes 
the situation as an opportunity and a 
challenge for the company. “Etsy has 
to drive scale but avoid the perception 
that mass-produced products are on 
its site,” he says. 

The company is facing a sobering 
reality: Changing its rules is the only 
way Etsy sellers-and the company 
that lives off their fees-can scale up. 
Newly public companies often have 


to adapt to assure growth, something 
the Silicon Valley crowd calls pivoting. 
EBay, that other marketplace that 
isn’t Amazon.com, realized in 2008 
that customers had tired of haggling, 
so it began emphasizing fixed prices. 

By 2010, sales of fixed-price items 
exceeded those of auctioned goods. 

Etsy has had a rocky start as a public 
company. Before its debut, the busi- 
ness had two years of tremendous 
growth, reporting annual increases in 
merchandise sales and revenue of as 
much as 70 percent. On its first day of 
trading in April 2015, the stock’s value 
almost doubled, to $30. But last year, 
merchandise sales growth slowed to 
23.6 percent. And the number 
of active sellers increased just 
> 15.5 percent; their ranks now 
stand at almost 1.6 million. 
International expansion has 
stalled because of unfavorable 
exchange rates and an insuffi- 
cient number of local sellers in 
some markets. Meanwhile, Etsy 
spent 68 percent more on mar- 
keting in 2015 without much return yet, 
and it’s investing in seller services and 
improving its mobile ordering expe- 
rience. It also has new competition 
from Handmade at Amazon, which 
opened in October with more than 
80,000 products from 5,000 sellers. 

Etsy collects 20(f per item offered on 
the site and 3-5 percent of the selling 
price. The most promising source of 
revenue, though, is the services the 
company offers its merchants, includ- 
ing direct checkout, shipping labels, 
and prominent placement of listings 


on the site. In 2015 these services 
brought in half of Etsy’s $274 million 
revenue. Still, the company hasn’t 
been profitable for the past four years, 
which is one reason the once-high- 
flying stock traded at less than $9 a 
share in early March. 

CEO Dickerson has helped Etsy 
grow up. He hired its first chief finan- 
cial officer and made deals to sell Etsy 
products at retailers such as Whole 
Foods Market and children’s furni- 
ture seller Land of Nod; Macy’s is also 
hosting an Etsy shop for a year at its 
flagship store in New York. 

The notion of handmade goods 
was a founding principle of Etsy. But 
that eventually created a paradox: 
Etsy’s most successful sellers couldn’t 
expand by using outside production 
help without potentially violating 
company rules. Those guidelines 
totaled 14,000 words by 2011. “Imagine 
that you want your business to grow, 
but you also fear that, if it gets to a 
certain place and you need outside 
help, you might get kicked off the plat- 
form,” says Heather Jassy, senior vice 
president for members and com- 
munity. “People had a tremendous 
amount of anxiety.” 

Now Etsy merchants can find man- 
ufacturers on their own, as some 
5,000 have done, or they can join Etsy 
Manufacturing, a program that enables 
sellers to develop relationships with 
select factories in the U.S. and Canada. 
Etsy says it may collect fees on these 
orders. So far, 700 manufacturers 
have applied; one-quarter are Etsy 
sellers who have their own equipment, 
employees, or time on their hands. Etsy 
requires factories to provide informa- 
tion about their production processes, 
subcontracting, labor practices, and 
willingness to collaborate with the com- 
pany’s sellers. But Etsy doesn’t plan to 
audit and verify these manufacturers. 
“Sellers need to do their own home- 
work about who they’re working with,” 
says Stephanie Schacht, the director for 
responsible seller growth. 

Another sign that Etsy is behaving 
more like a conventional company: It 
reorganized a subsidiary in Ireland-a 
favorite locale for U.S. companies to 
base foreign operations because of 
its low corporate tax rate-to manage 
most of its international business. 
Americans for Tax Fairness called the 
arrangement a tax dodge and asked 


“Every mass- 
produced pillow in 
the world had to be 
designed by people 
who worked with 
a factory.... How 
does Etsy’s claim of 
being a handmade 
marketplace hold 
any water now?” 
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that Etsy’s B Corp status be revoked, 
but the company’s status was recer- 
tified in February. Says lead director 
Wilson: “In my mind, the tax struc- 
ture is not hypocritical; it’s good 
business.” — Susan Berfield 


The bottom line Etsy grew fast before going 
public in 2015. To achieve scale, it’s letting sellers 
make goods in factories if they follow Etsy’s rules. 


Autos 

Will Seniors Be Robot 
Cars’ Early Adopters? 


► Automakers target elderly drivers 
eager to retain their mobility 


► They’re “gpfhg to be the lifestyle 
leaders of a new technology” 


Florence Swanson 


has lived through 
every American car from the Ford 
Model T to the Tesla Model S. Now, at 
94, she’s stepped into what Google 
hopes will be the automotive future- 
self-driving cars. After her painting of 
a guitar player won a contest to deco- 
rate a driverless car Google is testing in 
Austin, she became the oldest person 
yet to ride in one. “I couldn’t believe 
that the car could talk,” Swanson says. 
“I felt completely safe. There was a 


fellow sitting at the steering wheel, but 
the car didn’t really need him.” 

The more than 43 million Americans 
now older than 65, and the 10,000 more 
hitting that mark every day, are a 
natural target market for self-driving 
vehicles. Mobility-getting to the doctor 
or the grocery store, seeing family and 
friends-becomes paramount, espe- 
cially outside big cities where the 
majority of seniors live. “For the first 
time in history, older people are going 
to be the lifestyle leaders of a new tech- 
nology,” says Joseph Coughlin, director 
of the MIT AgeLab in Cambridge, Mass. 
“Yo unger people may have had smart- 
lones in theiHiarTds^rsf^but it’s the 
50-plus consumers who wilTbedirst 
with smart cars.” 

John Krafcik, chief executive officer 
of Google’s Self-Driving Car Project, fea- 
tured Swanson in a January presenta- 
tion in Detroit. His own mother is 96; 
both she and Swanson gave up their 
driver’s license, and the freedom that 
came with it, about a decade ago. “A 
fully self-driving car has the poten- 
tial to have a huge impact on people 
like Florence and my mom,” Krafcik 
said. “Mobility should be open to the 
millions around the world who don’t 
have the privilege of holding a driver’s 
license. Seventy-nine percent of seniors 
age 65 and older live in car-dependent 
suburbs or rural communities.” 

Ford sees autonomy “as a way to 


strategically address an aging popu- 
lation” globally, says Sheryl Connelly, 
the company’s in-house futurist. To 
help design vehicles for the elderly, 
its engineers and designers donned a 
special suit incorporating glasses that 
impair vision and gloves that reduce 
finger control and strength. 

In Japan, Toyota is racing to bring 
autonomous cars to market, partly 
because elderly drivers dispropor- 
tionately cause-and are injured in- 
traffic accidents. The company is 
spending $1 billion on artificial intel- 
ligence and robotics technology to 
make cars that can overcome or bypass 
driver errors and reduce traffic fatali- 
ties. “We often talk about autonomy as 
if the goal is just to create autonomy in 
lachines: to build a robot or a car that 
Cctrynove around by itself,” said Gill 
Pratt>a former program manager at the 
U.S. government’s Defense Advanced 
Research Projects Agency, last fall 
when he was tapped to head the Toyota 
Research Institute. The focus is more on 
people having “the ability to decide for 
themselves where they want to move, 
when they want to move,” regardless 
of limits imposed b^age or illness. 

Baby boomers-miiy of whom 
equate car keys with ireedom-want 
to remain mobile. Older Americans 
keep licenses longer arid drive more 


I 


miles than in the past. 
Institute for Highway Si 


e Insurance 
fety says. ► 
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*4 The number of licensed drivers 70 
and older increased by 30 percent 
from 1997 to 2012, the institute says, 
and average yearly mileage for such 
drivers increased by 42 percent 
between 1995 and 2008. 

But advancing age often brings 
poorer vision, memory loss, arthritis, 
and other health impairments that 
can affect driving ability. Fatal crash 
rates are highest among drivers 
age 85 and older, according to U.S. 
Department of Transportation data. 
That’s mainly because the elderly are 
more fragile and often suffer medical 
complications from crash-related inju- 
ries. Autonomous cars could provide 
seniors with the safety and conve- 
nience they need, and older people 
are willing to use new technology “if 
it provides a clear value to them,” says 
MIT AgeLab’s Coughlin. 

Fully self-driving cars are still years 
off, however. Automakers and technol- 
ogy companies are using artificial intel- 
ligence to help teach the vehicles not 
only to avoid collisions and read traffic 
signs but also to respond to differing 
passenger needs. Seniors, for example, 
might have several medical appoint- 
ments and want to tell the car to take 
them to a specific doctor. 

“Voice recognition and natural lan- 
guage processing will be key,” says 
Danny Shapiro, senior director for 
automotive technology at Nvidia, a 
chipmaker developing hardware and 
software for self-driving vehicles. “The 
car needs to quickly understand nat- 
urally spoken language, rather than a 
limited set of specific words.” Google’s 
cars give verbal warnings when chang- 
ing their paths, but they can’t yet 
respond to voice commands. 

Even after such capabilities are devel- 
oped, makers of robot vehicles will still 
face marketing challenges. “Younger 
people tend to trust technology 
without verifying it, while older people 
want to understand what’s happening,” 
Coughlin says. Many boomers, in fact, 
will need to be sold on self-driving vehi- 
cles, according to a 2015 study by the 
MIT AgeLab and insurer the Hartford. 
Although 70 percent of the 302 par- 
ticipants said they’d like a test drive, 
only 31 percent would purchase such a 
car-even if it were the same price as a 
regular model. “They’re still less enthu- 
siastic about using systems where they 
have less control,” says Jodi Olshevski, 


a gerontologist and executive director 
of the Hartford Center for Mature 
Market Excellence. 

Just ask June Raben, an 86-year-old 
who has an iPhone and an iPad and 
uses WhatsApp messaging with her 
granddaughter. She gave up driving a 
year ago after an accident totaled her 
car and left her shaken. She now uses 
Uber’s ride-hailing service when she 
travels from her Miami Beach condo. 
Says Raben, who likes chatting with 
her drivers: “I have always considered 
myself a forward-looking risk taker, 
but I am not ready for technology to 
be the only one behind the wheel.” 

— Dana Hull and Carol Hymowitz 

The bottom line Almost 80 percent of people 65 
and older live in suburbs or rural areas. Automakers 
consider them potential users of driverless cars. 



Pharmaceuticals 


A Biotech Sugar Daddy 
In the Frozen North 



► Alaska’s $50 billion wealth fund 
is showering money on startups 


► Embracing risk that’s “identifiable 
and ironically kind of attractive” 

Alaska’s economic eminence stems 
from the discovery of oil on the North 
Slope in the 1960s. But its more recent 
crown as a biotech sugar daddy started 
in March 2013 with a chance meeting 
on a flight from Boston to Seattle. David 
Fallace, then head of special oppor- 
tunities for the Alaska Permanent 
Fund, the agency that manages the 
state’s massive oil wealth, was boarding 
a plane when he met Larry Corey, who 
then led the Fred Hutchinson Cancer 
Research Center. The pair talked so 
much about Corey’s research into using 
the immune system to fight cancer that 
a flight attendant had to insist they stop 
blocking the aisle and go back to their 


Equal to the value of 
the venture investment 
in a private biotech the 
fund announced in July 


seats. The discussion resulted in Alaska 
that year initiating what ultimately^ 
became a $129 million investment fpr 
about 25 percent of the company Cyrey 
started, Juno / 
Therapeutics 
The stake i&now 
worth $U *4 billion. 

\Vjtfra $50 billion 
fund willing to 
sit on illiquid 
investments for 
years, Alaska sees 
patience as a com- 
petitive advantage 
in making long-term bets on the drug 
industry, says Stephen Moseley, who 
succeeded Fallace in January. “When 
I worked on my first biotech deal in 
the ’90s, this old industry sage said 
to me, ‘You know, Moseley, it’s called 
the life sciences because it takes a life- 
time to get your money back,”’ he 
recalls. “Liquidity is a risk, but it’s one 
that’s identifiable and ironically kind of 
attractive to us,” as the lack of liquidity 
is rewarded with the opportunity for 
higher returns. 

Alaska has poured more than 
$280 million into three biotech startups, 
huge bets in a field where the average 
venture capital investment is less than 
$15 million. The state’s stake in Seattle- 
based Juno is worth more than its hold- 
ings in Apple. The fund’s top three 
investments were all identified by its 
venture wing. “The significance of their 
activity in terms of overall commitments 
is not common at all in the biotech busi- 
ness,” says Bruce Booth, a partner at 
venture firm Atlas Venture, who’s talked 
with the fund about potential deals. 

Last July the fund said it had invested 
$153 million in Denali Therapeutics, a 
company targeting Alzheimer’s disease. 
And in November it was among the 
few firms in an $80 million funding 
round for Codiak BioSciences, which 
is looking to send tiny sacs the body 
makes through the bloodstream to 
help diagnose and treat some cancers. 
Although none of the three biotechs is 
based in the state, Alaska made sure 
they recognize their Last Frontier tie- 
they’re named for the state’s capital 
(Juneau), its local brown bear (the 
Kodiak), and its tallest peak (Denali). 

The state says the biotechs happily 
adopted Alaskan names when they got 
funding. “It’s not a coincidence that 
these names surfaced, but it’s not an 
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Star Wars mania 
contributed to a 
25 percent increase in 
sales for Lego last year. 
It sold 72 billion bricks 
in 2015 and released 
350 products, including 
a video game. 


Death of an Oilman 


• Aubrey McClendon, former CEO of 
Chesapeake Energy, died in a car accident a day 
after being indicted on charges of rigging the price 
of oil and gas wells in Oklahoma. He was considered 
a shale gas savant, building Chesapeake from a 
wildcat operation to a drilling empire with rights 
to 16 million acres in his home state. Before the 
accident, McClendon, 56, called the allegations 
“wrong and unprecedented.” Sports Authority filed 
for bankruptcy and said it would close almost one-third of its 
450 stores as it struggles to compete with Dick’s Sporting 
Goods, Walmart Stores, Target, and online retailers. Its biggest 
creditors include Nike and Under Armour. The company 
obtained $595 million in bankruptcy financing to get back in 
shape, •ffia# Monsanto cut its profit forecast for the year, 

citing several macroeconomic 
challenges, including a strong 
dollar and relatively low 
commodity prices. The seed 
and fertilizer giant is also facing 
a glut of generic glyphosate, a 
weed killer that long cultivated big profits for it. #0# Apple 
attorneys won a small battle in their war over privacy rights. 
A Brooklyn judge ruled that the company doesn’t have 
to help unlock a drug dealer’s iPhone, 
validating months of court arguments from 
the tech giant. The ruling gives Apple a 
valuable win as it faces a similar legal fight 
with federal authorities. #S# After putting 
more clothes on its models, Abercrombie & 

Fitch posted its first same-store sales gain 
in more than three years for the quarter 
ended Jan. 30. Profit increased 33 percent 
in the period, to $58.9 million. 



The number of miles 
an Emirates Airline 

Airbus A380 flew from 
Dubai to Auckland. It’s 
the longest scheduled 
commercial route 
and took 17 hours and 
15 minutes. 





“For people under 35, 
their definition of 
health is looking good 
in their underwear.” 

Mark Bertolini, 

CEO, Aetna 


4 investment priority/’ Moseley says. 

Hans Bishop, Juno’s chief executive 
officer, says the biotech’s inter- 
action with the Alaska fund is similar 
to that of its other big investors- 
except that Alaska inspired the com- 
any’s name, which is that of a Roman 
goddess but also alludes to the 
state’s capital. “The company 
was originally incorporated as 
FC Therapeutics, ‘f ’ being a four- 
letter Anglo-Saxon word and 
‘c’ being cancer,” Bishop says. 
“It’s a really, really motivat- 
ing guiding call for all of us. But 
we realized we thought it was 
a superb name, but it probably 
wasn’t without its limitations.” 
Juno is working to genetically 
reprogram immune cells to fight 
cancer, removing T cells and then 
changing them to recognize and kill 
tumors. High cure rates in small trials 
have impressed doctors and attracted a 
$1 billion investment from Celgene. 

The Alaska fund’s administrators 
say they were confident about making 
such big bets in a notoriously boom- 
and-bust industry because they worked 
closely with biotech-investment special- 
ist Arch Venture Partners and had the 
deals vetted by outside experts. And 
they say it’s all about making money for 
Alaska. “It’s not our job or expectation 
that we’ll create some Kendall Square in 
Juneau, Alaska,” Moseley says, referring 
to the biotech hub in Cambridge, Mass. 

Nonetheless, Juno’s value has fallen 
about 9 percent since the beginning 
of the year, part of the roller-coaster 
ride for biotech stock valuations this 
year. “If you took all the dollars we’ve 
invested in life sciences companies 
and all those that are contem- 
plated over the next couple years,” 
Moseley says, “it’s still less than 
half the current capital gain on 
that one deal, Juno.” 

That performance hasn’t gone unno- 
ticed by politicians, who rely on oil for 
as much as 90 percent of state revenue. 
Since the recent cratering in crude 
prices. Governor Bill Walker wants 
to tap the fund for billions to offset 
budget shortfalls. — Doni Bloomfield 

The bottom line The state fund that manages 
Alaska’s oil wealth invested $129 million in Juno 
Therapeutics. The stake is now worth $1 billion. 
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Made 


► Republicans love a liberal’s campaign technology 

► “People who are in power frankly don’t need NationBuilder” 


In late January, Donald Trump held 
one of his final rallies before the Iowa 
caucuses at the Dubuque airport. On 
the tarmac, with loudspeakers blast- 
ing the theme from the Harrison Ford 
movie Air Force One, a crowd of shiver- 
ing supporters roared when Trump’s 
Boeing 757 made a flyby. Many of the 
estimated 400 people in attendance 
had been notified about the event 
through NationBuilder, a digital hub 
for campaigns that handles website 
design, fundraising, organizing volun- 
teers, and social media. 

As Trump has moved from outsider 
candidate to Republican front-runner, 
his campaign has been collecting e-mail 
addresses, cell phone numbers, and 
other information from supporters and 
feeding the data into the NationBuilder 
system to automate the voter-outreach 
process. The software lets campaign 
staffers target individuals with e-mails 
about issues in which they’ve expressed 
an interest and notify them of events 
occurring near their homes. It can also 
track social media so a campaign can 
see who’s liking or sharing a post. 

NationBuilder’s technology is pretty 
much turnkey. It’s not as sophisticated 
as a custom-built platform, but can- 
didates who subscribe to the service 
can immediately start tracking voters 
and organizing volunteers, for far 
less money. In the world of retail poli- 
tics, the company has become a great 
democratizer since its founding in 
2009. It’s given a political novice like 
Trump access to the type of sophisti- 
cated tools that Barack Obama and Mitt 



Tesla’s winning over 
customers. Dealers 
are another story 28 


Bad cops ruin city 
budgets along with 
lives 32 


Possible 


Romney had to build in 2012, helping 
Trump get his supporters to turn out 
for primaries and caucuses. 

“This is what Obama figured out, but 
it took $1 billion and a whole host of 
engineers to do/’ says Emily Schwartz, 
NationBuilder’s head of organiz- 
ing. “Now it’s commercialized and 
readily available and can scale to dif- 
ferent sizes of campaigns. You don’t 
have to be a fundraising machine. You 
don’t have to have million-dollar PACs 
behind you.” (NationBuilder, citing 
nondisclosure agreements, declined 
to discuss the services it provides to 
Trump. The campaign didn’t respond 
to requests for comment.) 

NationBuilder is the creation of Jim 
Gilliam, who worked at Lycos, the 
search engine, before becoming an 
antiwar activist in the early 2000s. 
“He’s always been what people charac- 
terize as a hero engineer,” says Patrick 
Michael Kane, a former chief technol- 
ogy officer ofMoveOn.org who now 
runs We Also Walk Dogs, a software 
company that makes the organizing 
software ActionKit. “He can sit down 
and in 10 hours bang out an applica- 
tion that would take another engineer 
100 hours to write.” 

NationBuilder’s prices start at $29 
a month for e-mail blasting and social 
media tracking. Versions of the software 
that sync credit databases and con- 
sumer data-voters’ incomes, what mag- 
azines or newspapers they subscribe to, 
what cars they drive-with a campaign’s 
own voter lists run $5,000 a month and 
higher. Before he came along, Gilliam 


says, “it was at least $10,000 to get 
started for what we’re offering for $29 
per month.” Its biggest client spends 
$500,000 a year. 

Gilliam expected most of his cus- 
tomers to be state and local candidates 
or petition-drive organizers-such as 
the animal-rights advocates pushing 
to end carriage horses in New York’s 
Central Park, one of NationBuilder’s 
7,000 active campaigns. “The people 
who are in power frankly don’t 
need NationBuilder,” Gilliam says. 
“They can afford engineers to hack 
things together.” But NationBuilder’s 
easy-to-use platform has also turned 
out to be attractive to candidates with 
plenty of money. 

In 2014, Senate Majority Leader Mitch 
McConnell signed on for his reelection 
campaign. Volunteers armed with iPads 
scattered across Kentucky, knocking 
on doors with messages tailored spe- 
cifically to how somebody responded 
to certain Facebook posts. At the end 
of each day, the team would review the 
data that streamed into NationBuilder, 
giving them confidence about a victory 
even as polls showed a tight race. “It 
held everything together,” says Vincent 
Harris, a Republican consultant who 
oversaw McConnell’s digital strategy. 

Last year, Jeb Bush’s presidential 


Letting political foes 
use your software? 
“That’s what democracy 
is about” 


campaign was one of the company’s 
largest customers among federal candi- 
dates, according to campaign spending 
records pulled by the nonprofit Center 
for Responsive Politics. Rick Santorum 
signed up, and so did Trump. Absent 
from NationBuilder’s list of custom- 
ers are many Democrats. The party’s 
candidates rely on a company called 
NGP VAN, which has formal ties to 
the Democratic National Committee. 
Hillary Clinton, Bernie Sanders, 
and nearly every Democratic candi- 
date for the House or Senate use the 
system. (Grass-roots groups supporting 
Sanders and others opposing Trump 
do use NationBuilder.) 

Gilliam spent part of his childhood 
in San Jose, where his father was a soft- 
ware engineer for IBM. His parents 
were Christian fundamentalists and 
members of a local megachurch 
affiliated with Jerry Falwell’s Moral 
Majority. The family moved to North 
Carolina after his father was trans- 
ferred, and by age 12, Gilliam was lis- 
tening to Rush Limbaugh on the radio 
and attending church three days a 
week. His computer obsession started 
early. When his father brought home 
an early IBM PC with a modem, Gilliam 
discovered a new world. In a 2011 
speech he said, “Growing up, I had two 
loves: Jesus and the Internet.” 

He attended Falwell’s Liberty 
University in Lynchburg, Va., and 
designed its first website. “I even fixed 
Dr. Falwell’s computer once,” he says. 
But over spring break of his sopho- 
more year, doctors discovered he had ► 


Politics/Policy 


Quoted mi 

L 

“We’re going tp lose.... It will tear 
the party apart! it will divide 
conservatism, and we’re 
gonna lose to Hillary Clinton.” 


Republican Senator Lindsey Graham of South Carolina on the impact of a Trump 
nomination on the GOP, in a March 1 CBS News interview with Charlie Rose 


< non-Hodgkin lymphoma. Two weeks 
into Gilliam’s chemotherapy treat- 
ment, his mother was also diagnosed 
with cancer. When he lived and she 
didn’t, Gilliam dropped out of Liberty 
to work for a startup in Boston. About 
six months later, he was diagnosed with 
leukemia; eventually he underwent a 
successful bone marrow transplant. 

Gilliam went to work for Lycos in 
1998. Two years later he was hired 
by Business.com, a search company. 
Gilliam rewrote the company’s main 
search code in 17 days and was named 
chief technology officer. But after the 
Sept. 11 attacks, his passions shifted. 

He was enraged by the George W. Bush 
administration’s invasion of Iraq and 
decided to make a career change after 
hearing that Robert Greenwald, a doc- 
umentarian, needed a researcher for a 
film about the war. 

Gilliam sent Greenwald an e-mail 
and was hired. He immediately dem- 
onstrated his skills at Internet orga- 
nizing, creating tools to let people 
schedule screenings at their homes 
and raise money for projects. In 2005, 
when Greenwald released an indepen- 
dent film about Walmart Stores’ labor 
practices, the retailer hired a crisis- 
management firm to respond. “It was 
really intoxicating,” Gilliam says. “We 
were a ragtag group of filmmakers and 
did this on virtually no budget.” 

Soon after, he began feeling short 
of breath. His earlier treatments had 
scarred his lungs, and he required a 
double-lung replacement. Surgeons 
at the University of California at Los 
Angeles decided the procedure was 
too risky. His friends and family orga- 
nized an online campaign to change the 
doctors’ minds; it worked. A donor was 
found, and the procedure was success- 
ful. Gilliam was 29. 

In late 2008, as Obama’s cam- 
paign was demonstrating what tech- 
nology could do for politics, Gilliam 
started writing the code for what 
became NationBuilder. In 2010 one of 
his friends, Reshma Saujani, ran for 
Congress in New York, and Gilliam 
made her a database at no cost. A 
fundraising tool he built simplified the 
way people could contribute money 
online; one feature allowed support- 
ers to organize events, and another 
made it easier for campaigns to com- 
municate with volunteers. “I agreed 
to be his guinea pig,” says Saujani, 


who lost the race. (She now runs the 
nonprofit Girls Who Code.) Gilliam 
came away convinced he had a viable 
business. Others agreed: NationBuilder 
has raised about $35 million from 
the likes of Sean Parker, an early 
backer of Facebook, and Andreessen 
Horowitz. (Bloomberg LP, which owns 
Bloomberg Businessweek, is an investor 
in Andreessen Horowitz.) 

Gilliam has attempted to broaden his 
company’s reach outside electoral pol- 
itics, with varying success. Last year 
it laid off about a quarter of the staff 
who’d been hired to strike deals with 
small businesses, musicians, and others 
in the private sector. “It didn’t work 
trying to push it faster than it wanted 
to work,” he says. Despite the setbacks, 
Gilliam says, the company recently 
became profitable. Several corpora- 
tions are using NationBuilder, includ- 
ing Airbnb, which has tapped it to 
mobilize customers to fight regula- 
tions. It’s also having success outside 
the U.S. Politicians and groups in 
Africa, Australia, and Europe have 
signed up. Britain’s Labour Party uses 
NationBuilder, and Canada’s leading 
parties have adopted the technology. 

Gilliam’s friends question why he 
works with candidates and organiza- 
tions whose political beliefs he almost 
certainly abhors. “I don’t want to 
sell to people who I think are making 
the world a worse place,” says Kane, 
the former MoveOn CTO. That line 
of criticism makes Gilliam angry. As 


he frequently points out, the right to 
organize is fundamental to American 
democracy. “Donald Trump is not the 
first person to use NationBuilder that 
I disagree with,” he says. “I probably 
disagree with most of our customers. 
That’s what democracy is about.” 

— Adam Satariano 

The bottom line The get-out-the-vote software 
used by Donald Trump and other Republicans was 
built by a liberal antiwar activist. 
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Tesla Takes on the 
Dealerships— and GM 


► The electric-car company wins a 
legislative fight in Indiana 

► “Consumers. ..want a choice in 
how they buy their products” 

“We need your help,” Tesla wrote 
in a Feb. 19 e-mail to its customers 
in Indiana. The state legislature was 
about to move forward with a bill that 
would have forced the electric-car 
maker to find a franchisee to operate 
its one showroom in the state, setting 
a precedent that would make it harder 
for Tesla to open others elsewhere. 

The company claimed the legislation 
reflected the interests and influence of 
one rival: General Motors. “Don’t ► 
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*4 let GM tell you that your only option 
is to buy a car from a traditional fran- 
chised dealer by shutting out Tesla/’ 
the e-mail continued. Tesla asked 
recipients to contact their lawmakers. 

The company’s rallying cry worked. 
On Feb. 25, the Indiana Senate commit- 
tee considering the bill decided to drop 
the amendment that would have forced 
Tesla to adopt the dealership model. 

But the brawl in Indianapolis opened 
a new front in the cold war between 
Tesla, which leads the battery-powered- 
car market, and GM, which plans to 
introduce its electric Chevy Bolt late 
this year. Tesla is also preparing its first 
mass-market car, the Model 3, expected 
in late 2017. Both vehicles will go more 
than 200 miles on a single charge, 
and both are slated to cost less than 
$40,000 before government incentives- 
dramatically expanding the market of 
potential buyers. 

One advantage Tesla holds over a 
legacy behemoth like GM: the way it 
sells cars. Tesla, which based its retail 
operation on Apple’s, sells directly to 
customers. Rather than go to a dealer- 
ship to haggle over models on the lot, 
people who want a Tesla can place 
their order online or visit one of the 
company-owned showrooms that 
have popped up in malls and high-end 
retail strips in more than 20 states and 
Washington, D.C. 

That’s radically different from the 
approach taken by old-line automakers, 
which sell vehicles through franchised 
dealership networks that evolved a 
century ago. “You hear this from con- 
sumers all of the time, that they want a 
choice in how they buy their products, 
including the option of dealing directly 
with the person selling it to you-the 
manufacturer,” says Daniel Crane, a 
University of Michigan law professor 
who specializes in antitrust and regu- 
latory issues. “The last thing GM wants 
to see is an upstart company like Tesla 
come along, never get encumbered 
with an inefficient dealer-distribution 
system, and basically be able to leap- 
frog GM competitively.” GM has about 
4,900 franchise dealers in North 
America. The company is prohib- 
ited from selling directly to customers 
almost everywhere in the U.S. because 
of contracts with those dealerships and 
state laws protecting the franchises 
from factory competition. 

Over the past few years, GM and state 
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automobile dealer associ- 
ations across the country 
have been trying to close 
loopholes to make it harder 
for Tesla to do business on 
their turf. In 2014, Michigan 
banned California-based 
Tesla from opening stores 
or showrooms in the state. 
Republican Governor Rick 
Snyder signed the bill a month 
after a Massachusetts state appeals 
court issued a ruling in Tesla’s favor. 
Car dealers there had sued to force 
the company to close its showroom 
in the Boston suburb of Natick. In 
the court’s ruling. Justice Margot 
Botsford pointed out that legislation 
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preventing car manufacturers from 
selling to the public was “aimed primar- 
ily at protecting motor vehicle dealers 
from injury caused by the unfair busi- 
ness practices of manufacturers and 
distributors with which they are associ- 
ated, generally in a franchise relation- 
ship”-not at heading off competition 
from other carmakers. The Federal 
Trade Commission echoed that logic 
when it called on Michigan to repeal 
its ban on Tesla stores in a May letter. 
“Current provisions operate as a special 
protection for dealers-a protection that 
is likely harming both competition and 
consumers,” the commission wrote. 

In 2015, 17 bills were filed in 10 states 
concerning Tesla’s way of doing busi- 
ness, according to the National 
Conference of State Legislatures. 

Several were backed by Tesla, includ- 
ing a successful initiative to allow direct 
sales in Georgia. A similar effort in 
Connecticut failed. 

Indiana’s bill, introduced in January, 
sought to turn Tesla’s own actions 
against the company. In 2013, as part 
of a deal allowing Tesla a license to 
operate a showroom in Northern 
Virginia, the carmaker agreed to turn 
the store over after 30 months if a 
qualified dealer applied to run it. The 
loophole allowed Tesla, which has con- 
sistently asserted that franchise dealers 
selling gas-powered cars have an inher- 
ent conflict of interest when it comes 
to marketing electric vehicles, entree 
to the wealthy Washington suburbs. 

GM, seeing an opportunity to hold 
Tesla to its word elsewhere, applauded 
Indiana’s attempt to force the company 
to observe the 30-month dealer- 
handoff arrangement. “Competition 
in a fair market only works when 
the same set of rules are applied 
to all participants,” Jason Wetzel, a 
regional manager of public policy 
for GM, testified at a Jan. 27 hearing 
in Indianapolis. “That’s what our 
bill would do.” 

After the anti-Tesla language 
was removed from the bill, GM 
spokesman Chris Meagher 
^ orK said in a statement that the 
company wasn’t done fight- 
ing. “We will continue to 
work on this issue in Indiana 
and nationally, and will 
continue to express our 
concern anywhere we find 
market participants are ► 
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4 operating under different rules.” 

A Tesla spokesman said in an e-mail 
that the company welcomes further 
hearings in Indiana, “where we will 
be able to fully air the issues of vehicle 
sales and consumer choice in an open 
and public forum.” One ally. Republican 
Representative Curt Nisly, who derided 
the proposed legislation as a “kill Tesla” 
bill, agreed: “We should be welcoming 
Tesla to the state of Indiana, not chasing 
them out.” — Dana Hull , David Welch , 
and Tim Higgins 


The bottom line Tesla won a lobbying fight in 
Indiana to keep open its store there despite 
opposition from GM and auto dealers. 



Bad Cops Are Bad 

Business for Cities 


► Cleveland proposes a tax hike to 
cover settlement costs 


► “There will be a financial burden” 
when the feds step in 

Last April, Chicago paid $5 million to 
the family of Laquan McDonald, after 
police officers shot and killed the black 
17-year-old the year before. Then, in 
November, the city was ordered by 
a county judge to release video of 
McDonald’s death, which showed an 
officer shooting the teen 16 times. The 
Department of Justice quickly opened 
an investigation into misconduct in 
Chicago’s police department, and 
now the city is bracing for the costs of 
bad behavior by cops to go up, even 
as it struggles with other fiscal prob- 
lems, including a $20 billion unfunded 
pension liability. 

“Cities need to know that when 
the Justice Department comes in, 
there will be a financial burden,” says 
Kevin Kelley, the city council pres- 
ident in Cleveland, which in May 
agreed to accept a federal monitoring 
arrangement after a two-year Justice 
Department investigation of its police 
force. The city projects that satisfying 
the terms of the agreement, known as a 
consent decree, will cost $10.6 million 
this year and $7.1 million in each of 
the next four years. Cleveland has also 
agreed to pay $3 million to settle a 


lawsuit brought by the family of Tamir 
Rice, a black 12-year-old whose fatal 
2014 shooting by police was also caught 
on camera. On Feb. l. Mayor Frank 
Jackson proposed a half-percentage- 
point local income tax increase to pay 
the city’s obligations. “It’s a very clear 
choice,” Jackson told the Cleveland 
Plain Dealer. 

In Ferguson, Mo., civil unrest 
erupted after the 2014 shooting of 
Michael Brown, an unarmed black 
18-year-old. The city council balked on 
Feb. 9 at signing a proposed consent 
decree. Officials said the deal offered 
by the federal government would have 
cost the St. Louis suburb as much as 
$10 million over a three-year period, 
about a quarter of its $14.5 million 
annual operating budget. Ferguson 
already projects a $2.8 million deficit 
for this year. The day after the coun- 
cil’s decision, the federal government 
sued, alleging the city unfairly tar- 
geted black residents for revenue- 
generating traffic tickets and citations. 
City spokesman Jeff Small declined to 
comment on the lawsuit. 

Even where the federal government 
hasn’t stepped in, municipalities are 
facing higher costs from civil judg- 
ments, in part because of the ubiquity 
of video documenting misconduct. In 
July 2014, a New York police officer was 
recorded using an apparent chokehold 
to subdue Eric Garner, a black man 
who was selling cigarettes illegally. 
Garner’s death was ruled a homicide, 
but the officer was cleared by a grand 
jury. The city reached a $5.9 million 
settlement last year with Garner’s 
family. In February the New York Daily 
News reported that a federal grand jury 
was considering civil-rights charges 
against the officer. 

Incidents in Ferguson, Cleveland, 
North Charleston, S.C., and elsewhere 
have sparked similar civil-rights 


Splitting on the Cops 



Share of Americans with “a great deal” 
or “quite a lot” of confidence in police 



2012-13 

2014-15 

% point 
change 

Independents 

51% 

51% 

0 

Republicans 

68% 

69% 

+1 

Democrats 

55% 

42% 

-13 

White Democrats 

60% 

49% 

-11 


Nonwhite Democrats 48% 34% -14 

DATA: GALLUP 


investigations. The volume of litigation 
involving police “has become very 
substantial,” says Marshall Davies, 
executive director of the Public Risk 
Management Association, a trade 
group for government administrators. 
“The risk has been there forever, as 
long as there have been police forces,” 
he says. “Suddenly, the risk has 
greatly increased.” 

Los Angeles saw its payouts for 
cases involving excessive or unlawful 
use of force and civil-rights violations 
reach $23.6 million for the fiscal year 
ended June 30, up from $4.6 million in 
fiscal 2012, according to records pro- 
vided by the city attorney’s office. City 
Councilman Mitchell Englander, the 
chairman of the public safety commit- 
tee, says Los Angeles often chooses to 
settle cases rather than risk losing in 
court. “I haven’t seen a spike in mis- 
conduct at the LAPD,” Englander says. 
“What I have seen is a spike in aware- 
ness and concern both nationally and 
locally. We may get punished for the 
sins of our siblings, so to speak.” 
Spending on police training in 23 of 
the 25 most populous U.S. cities has 
increased 17 percent since 2013, to 
$317-9 million last year, with at least 
$332.5 million budgeted in 2016, accord- 
ing to data provided in response to 
public-records requests. At a cost 
of $35 million, the New York Police 
Department is teaching all of its 22,000 
patrol officers new techniques for street 
encounters with civilians, particularly 
in minority neighborhoods, an initia- 
tive that grew out of the Garner inci- 
dent. Seattle’s annual budget for police 
training has increased about $5 million, 
to $13.6 million, after a 2012 consent 
decree forced changes, says Sergeant 
Sean Whitcomb, an SPD spokesman. 

“There’s never been a concerted 
national effort to really spend a lot of 
money to address police misconduct,” 
says Stephen Rushin, a professor at the 
University of Alabama School of Law 
who studies consent decrees. “We’re 
finally coming to the recognition that 
correcting police misconduct is an 
expensive proposition.” — Tim Jones , 
MarkNiquette , and James Nash 

The bottom line Officials in Ferguson, Mo., say that 
complying with a consent decree would have eaten 
about a quarter of the city’s $14.5 million budget. 
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Where iPhones Go to Die 
(And Be Reborn) 


► Recycling Apple’s devices requires a global network with on-site monitors 


► “Anything that’s made out of aluminum could have been an iPhone” 


The companies that put together 
iPhones have to agree to abide by 
Apple’s strict factory standards and to 
maintain a certain level of secrecy. So 
do the companies that destroy them. 

In an unmarked building at an indus- 
trial park in Hong Kong’s Yuen Long dis- 
trict, Apple contractor Li Tong Group 
runs a 300-worker factory dedicated 
to meticulously grinding up and recy- 
cling some of the half-billion iPhones 
sold, used, and discarded globally over 
the past nine years. The plant is one of a 
handful Apple has employed to destroy 
its old devices. 

While HP, Huawei Technologies, 
Amazon.com, Microsoft, and other 
companies have detailed protocols for 
recycling their products, Apple’s are the 


most rigid, say three people involved in 
the company’s processes. To make sure 
no material goes missing, the Li Tong 
factory weighs the iPhones it’s destroy- 
ing and the shreds that remain after- 
ward. This rigor helps keep many of 
Apple’s phones out of landfills-and off 
the resale market. 

In the electronics-recycling busi- 
ness, the standard goal is to collect and 
recycle 70 percent, by weight, of the 
devices a company produced seven 
years earlier. Lisa Jackson, who over- 
sees Apple’s environmental and social 
policies, says the company and its con- 
tractors typically reach 85 percent, 
meaning they’ll destroy the equiva- 
lent of more than 9 million of 2009 ’s 
iPhone 3GS models this year around the 


world. Apple says it collected more than 
40,000 tons of e-waste in 2014 from 
recycled devices, including enough 
steel to build 100 miles of railway track. 
“I think people expect it of us. I think 
our customers hold us to a high stan- 
dard,” Jackson says. “It’s difficult, 
because these are incredibly complex 
pieces of product.” 

With iPhone sales climbing to 
155 million units last fiscal year, grinding 
them up is a growth business. Li Tong, 
which also recycles equipment from 
other manufacturers, has three sites 
in Hong Kong and 12 in China, Japan, 
and elsewhere. The company says it’ll 
expand its global capacity by more than 
20 percent this year, including a new 
facility in San Francisco. ► 



iPhone 

Afterlife 



O Drop-o 

When a custqfner brings an old 
iPhone to aryApple Store, it’s 
inspected f$r defects . If the phone 
appears undamaged, the customer 
gets a voucher and the phone goes 
to a recycling contractor. 



iPhone 4 


iPhone 4S 


$50 

$100 


Phones that 
fail inspection 
go directly to 
recycling, with 
customer consent 


0 Resale or junk? 

The contractor checks the phone 
more thoroughly. As part of its 
contract with Apple, high-functioning 
phones go on the resale market, while 
those in poorer condition get recycled. 



iPhones 


$200 


$225 


O Recycling 

The contractor’s 
recycling shipments 
are weighed precisely 
and tracked by Apple. 
The memory is wiped, 
and the phones are 
disassembled into four 
main parts. 


Components are 
repeatedly crushed into 
shreds or dust suitable 
for reprocessing. 
Salable and hazardous 
raw materials are 
extracted and sorted 



Materials leaving the 
plant are measured 
again to verify the 
total weight going out 
matches the weight that 


Batteries are 
isolated for more 
careful breakdown 

Glass screens are 
treated to remove 
chemicals, then 
crushed 


DATA: APPLE, AMAZON 


< Along with Li Tong, Brightstar 
in Miami, TES-AMM in Singapore, 
and Foxconn Technology are part 
of a network of recyclers that have 
agreed to Apple’s more than 50 phone- 
destroying rules, which cover every- 
thing from security and insurance to 
letting Apple monitor their processes 
with on-site staff. The companies 
declined to provide access to their 
facilities for this story. 

The recycling process starts at hun- 
dreds of Apple Stores worldwide or 
online. Apple lures iPhone owners by 
offering credit in exchange for phones 
it will reuse or recycle. In the U.S., 
payouts for a working phone range from 
$100 for the smallest-capacity iPhone 4 
to $350 for the largest-capacity iPhone 6 
Plus. Testing, including by-hand inspec- 
tion, shows whether the phone can 
be resold or must be broken down. 
Apple and its contractors declined to 
say how many devices they reclaim 
annually, how many are resold, or how 
many go to the crusher. Once a phone 
is deemed ready for the scrapheap, it 
begins a 10-step deconstruction process 
that looks a lot like Apple’s production 
model in reverse. The company pays 
for the service and owns every gram of 
used phone, including the pile of dust 
left at the end, says Linda Li, chief strat- 
egy officer for Li Tong. 

To prevent waste from being 
dumped in landfills abroad, dead 
iPhones aren’t shipped across regions. 
The contractors wipe the phones’ 
storage and remove their logos before 
sending them to be recycled. The 
company requires its scrap to be kept 
separate from that of other brands. 


so recyclers must have dedicated 
Apple facilities, Li says. Each step of 
the process involves vacuum-sealed 
rooms, which capture the chemicals 
and gases released as the devices are 
broken down. 

Apple’s full-destruction policy is 
more stringent than those of compet- 
itors, which typically salvage chips or 
other components. “The contracts with 
Apple always involve excessive amounts 
of destruction,” says Kyle Wiens, co- 
founder of IFixit, a repair website that 
sells parts. “Anytime you are reducing 
the supply of parts in the market, you 
raise prices. What would really shock 
people is just how much value you lose 
when you shred something down.” 

Li Tong says it advises other clients on 
ways to reuse parts of their electronics- 
taking cameras from smartphones to be 
used again in toy drones, say, or adapt- 
ing screens from Microsoft Surface 
tablets for use in New York taxis. 
Jackson says that Apple’s approach 
makes it tougher for phony iPhones to 
show up on the gray market and that 
the company is working on ways to 
reuse components. “There’s an e-waste 
problem in the world,” she says. “If we 
really want to leave the world better 
than we found it, we have to invest in 
ways to go further than what happens 
now.” She declined to elaborate. 

Once an iPhone is ground into bits, 
the hazardous waste from the compo- 
nents (such as cadmium and arsenic) 
gets shipped to a facility licensed to 
store it. Depending on the terms of 
their deal, the recycling partners take 
commissions on sales of extracted 
materials such as gold and copper. 


The rest of the component elements 
will be reincarnated as window 
casings, office furniture, and a host 
of other items. “Anything that’s made 
out of aluminum,” Wiens says, “could 
have been an iPhone.” 

— Tim Culpan , with Olga Kharif 

The bottom line Apple’s recycling contractors put 
old iPhones through a scrapping process almost 
as complex as the devices’ assembly. 



Software 


Facebook’s Long 
Quest for Search 



► It’s building a tool that’s like a 
Twitter-Google mashup 


► “If they get it right ...it’s extremely 
lucrative” 

Every few months, Twitter infuri- 
ates die-hard users by changing itself 
to work more like Facebook. Tom 
Stocky’s job at Facebook is to figure 
out how to go the other way, build- 
ing a search function that could make 
the social network better at collecting 
the latest thoughts on Bernie Sanders’s 
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tax plan, or which Oscar winners are 
drawing chatter, or where in Thailand 
to snorkel. 

Facebook completes 1.5 billion 
search requests every day, but most 
are pretty simple, like the name of 
the guy you just met in that bar. In 
October, Stocky’s team quietly made 
it possible to sift all public posts for 
results on any kind of search, meaning 
you can research hotels or recipes with 
recommendations from all 1.6 billion 
users, not just your Facebook friends. 

If that sounds like Google, the sales 
pitch is almost word-for-word Twitter. 
“What we really tried to do was make 
Facebook a place where you could tap 
into the global conversation of what 
was happening in the world,” says 
Stocky, vice president for search. “We 
really want to basically make Facebook 
the best place to find what people are 
saying about something right now.” 

That’s not easy. Facebook’s search 
algorithm has to assess and rank tril- 
lions of user posts-more Web pages 
than Google’s search engine indexes. 
And Facebook wasn’t particularly 
good at search even when it was much 
smaller. While a search bar has been 
sitting prominently atop the home 
page since shortly after the site’s cre- 
ation in 2004, its results didn’t extend 
beyond names of friends to connect 
with until 2010. 

At that point, Facebook struck a 
deal with Microsoft to show Bing 
results in its search bar. In 2013, 
Facebook unveiled its own attempt 
at a more general search tool, called 
Graph Search. It required users 
to enter queries in a highly styl- 
ized way, as if they were talking to 
a robot: “My friends who went to 
high school in Long Island and live 
in Philadelphia,” or “Google employ- 
ees who like national parks.” Not sur- 
prisingly, Graph Search never caught 
on, and Chief Executive Officer Mark 
Zuckerberg later admitted it worked as 
intended less than half the time. 

In the past couple years, Facebook 
has done more recruiting in the field, 
luring search engineers from compet- 
itors and rethinking how the process 
should work. Search on Facebook, 
like anywhere online, starts with 
indexing. The moment someone 
publishes a post, Facebook’s 
algorithm scans the sentences V 
for keywords that can help 


categorize it. It then makes 
more qualitative judgments, 
including some that are 
fairly specific to Facebook. 

Is this well-written? Are 
there grammatical errors or 
misspellings? Is the writer 
an authority on this subject, 
based on past posts? Does 
she usually receive many likes 
and comments? 

“We need to make sure that all 
the updates-every single photo, 
every single video, link, share, like, 
comment-are reflected in our index in 
a matter of seconds,” says Girish Kumar, 
Facebook’s director of engineering for 
search. Kumar says Facebook’s algo- 
rithm prioritizes results from original 
sources and authorities. Friends will 
appear high in the results, but so will 
brands, pages, celebrities, and knowl- 
edgeable strangers. 

Facebook has hired hundreds of 
employees and contractors to test 
the search software. As recently as 
a couple of months ago, the results 
weren’t that good. Stocky says. Getting 
recipes when searching for Turkey, the 
country? Facebook didn’t account for 
some contextual factors-the phone 
making the search was in Istanbul. 

Along with bug testers on the 
payroll, Facebook’s users are indi- 
rectly providing data on the search 
tool’s utility. When you click on a post 
or share an article, up pops a link that 
shows how many people are talking 
about the item and suggests related 
stories. When you use the social 
network to log an appearance at a res- 
taurant, Facebook Search delivers 
reviews from other visitors. “If search 
on Facebook really takes off, I think 
Google is under pressure,” says Victor 
Anthony, an analyst at Axiom Capital 
Management. “If they get it right 
and they’re able to monetize against 
searches, it’s extremely lucrative.” 

It’s unclear whether most people 
will want to use Facebook as a kind 
of universal search engine, says Mark 
Mahaney, an analyst at RBC Capital 
Markets. “They think of Facebook as the 
place they communicate and share with 
their friends.” The company “would 
have to come up with a better 
search experience to get people to 
N B consider using their search func- 
A . tionality instead of Google’s. The 
odds are very slim.” 


Stocky says he’s used the 
search tool to get baby-monitor 
recommendations from friends 
who’ve posted about certain 
brands. For now, though, he’s 
working on broadening the con- 
versation. “You should be able to 
tap into these perspectives and 
experiences from people you 
don’t know,” he says. “When people 
actually associate Facebook with 
answering the questions they have, 
that’s when we’ll be successful.” 

— Sarah Frier 

The bottom line Facebook is working on ways to 
improve the searchability of its trillions of posts 
and make its network more of a real-time resource. 



Telecom 


Sprint’s Plan to 
Mortgage Its Airwaves 


► A network-leasing unit is the 
latest bailout plan 


► “It shows what kind of bind 
Sprint is in” 

As Sprint nears an eighth straight 
year in the red, the mobile operator 
is carrying $34 billion in debt, more 
than twice its market value. Chairman 
Masayoshi Son, whose conglomerate 
SoftBank took control of Sprint in 
2013, has a plan to start paying off 
those debts-mortgaging its wireless 
spectrum. It’s a little like borrowing 
against the tires to make car payments. 

According to Sprint Chief Financial 
Officer Tarek Robbiati, the proposal is 
to create another subsidiary of Son’s 
Japanese corpora- 
tion that will lend 
Sprint money. The 
new unit plans to 
accept the carri- 
er’s wireless equip- 
ment and some 
of its spectrum 
rights as collateral. 
Sprint says that 
while it won’t give 
up control of those 
precious airwaves-worth more than 
$115 billion, according to Bloomberg 
Intelligence-it’s aiming for $3 billion to 
$5 billion this year from these loans. ► 


“We need to make 
sure that all the 
updates-every 
single photo, every 
single video, link, 
share, like, 
comment— are 
reflected in our 
index in a matter of 
seconds.” 

— Facebook’s 
Girish Kumar 



Sprint’s outstanding 
debt, more than twice 
the company’s 
market value 
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*4 “Spectrum is one of the most valu- 
able assets they have/’ says Dave 
Novosel, an analyst with Gimme Credit. 
“It gives them something to be mea- 
sured on, since Sprint can’t be mea- 
sured on cash flow.” 

Using spectrum as collateral is a rare 
move, which suggests Sprint is running 
out of short-term options in an unfavor- 
able high-yield bond market. It has to 
make $2.3 billion in debt payments this 
year, a warmup for $10 billion coming 
due by the end of 2020. “This is setting 
up to be a game of chicken between 
Masa and the high-yield market,” 
says Chris Ucko, an analyst with bond 
researcher CreditSights. 

To buy time. Son has been hunting 
for assets he can borrow against. In 
November another SoftBank subsid- 
iary paid Sprint $1.2 billion for much of 
Sprint’s phone inventory. (It’s leasing 
the phones back.) Spectrum may be 
the one asset more important than the 
phones themselves. 

Sprint owns the largest piece of high- 
frequency, 2.5-gigahertz spectrum in 
the U.S. It’s been promising for years 
that with enough infrastructure behind 
them, the airwaves could create 
America’s fastest wireless network. 
Chief Technology Officer John Saw calls 
that bit of spectrum the “crown jewel.” 

Pending a big investment in its 
network. Sprint has focused on under- 
cutting rivals Verizon and AT&T. By 
lowering data fees and liberally using 
half-off promotions, it added net sub- 
scribers last year for the first time since 
2008. To keep them, though. Sprint 
will have to fix its network, says BTIG 
analyst Walt Piecyk. 

M In October the 
I company announced 


Quoted 


of cost-cutting, which has helped it 
boost cash and cash equivalents about 
12 percent, to $2.2 billion. That’s still 
about half what it was a year earlier. 

Analysts expect Sprint to report a 
net loss of $1.5 billion for its fiscal year 
ending in March. Standard & Poor’s 
cut the company’s credit rating one 
level, to B, on Feb. 2, citing “intense 
competition.” Moody’s Investors 
Service downgraded Sprint to a 
high-risk B3 in September. 

“I don’t think Sprint will go belly- 
up. Masa would probably be there 
to bail them out,” says Roger Entner, 
an analyst with researcher Recon 
Analytics. “But it shows what kind of 
bind Sprint is in, when you have to col- 
lateralize the plates and silverware.” 

— Scott Moritz 

The bottom line Sprint is planning to use its 
network gear and some spectrum assets as 
collateral to cover its debts. 



Apps 


Making Breaking Up 
Less Hard to Do 


► SupportPay helps automate 
divorce money management 


► Parents can make payments and 
“never have a conversation” 

When Sheri Atwood is pitching you, 
she leads with the divorces. Her 
parents’ was horrific, a hostile split 
where the couple saw each other only 
in court and the kids were stuck in 
the middle of money battles. After her 
own divorce, Atwood was surprised 


“We don’t take out ads for our 
encryption. We’re doing this 
because we think it’s the right 
thing to do.” 

Apple general counsel Bruce Sewell, in testimony before the House Judiciary 
Committee on March 1 


$900 


million 


Estimated amount 
users will send 
through the 
SupportPay app 
in 2016 


when money, 
again, frayed an 
otherwise ami- 
cable relation- 
ship with her ex. 

It was during one 
of those squab- 
bles that she 
got the idea for 
SupportPay, an 
app that lets 
parents automate 
the divvying up of child-care costs and 
can help mediate conflicts. 

Child support agreements typi- 
cally require that parents divide, along 
with such basics as food, clothing, and 
shelter, other expenses as they come 
up, from medical bills to hobbies and 
extracur riculars. These can create the 
most confrontations between parents: 
Does little Liam really need a math 
tutor? Is his soccer camp worth $700 
a week? With SupportPay, parents 
can upload receipts, send or pay bills 
through PayPal, and “never have a con- 
versation,” says Atwood. 

The app lets parents dispute 
expenses before paying them, as long as 
they can provide reasons and propose 
alternatives. A judge has final say, but 
the app is designed to prevent these 
fights from ending up in court. 

Olivia Haugher, a Southern California 
mother of three who uses SupportPay, 
says the two-year-old app has kept occa- 
sional skirmishes with her ex-husband 
over money away from the kids. “It 
basically has helped us communicate 
better,” she says. It’s also reduced frus- 
trations over forgotten checkbooks or 
missed e-mails. Plus, “he gets to see 
how expensive the kids are.” 

Parents who can be slow to write 
checks often just want to be sure 
the money’s really going to the kids, 
says Ryan Falvey, managing direc- 
tor at the Center for Financial Services 
Innovation. Last year the Chicago- 
based nonprofit named SupportPay 
the winner of a competition among 
digital services helping families manage 
strained finances. “This might be where 
technology can solve things in a big 
way, just by connecting people to infor- 
mation,” Falvey says. 

Atwood’s company, Ittavi, esti- 
mates that SupportPay’s 36,000 users 
(up from 12,000 a year ago) will send 
$900 million through the app this year. 
Based in Santa Clara, Calif., it has nine 
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full-time employees, is running on 
$3 million in venture funding, and is 
raising $3 million to $5 million more, 
says Atwood, the chief executive officer. 
That should be enough to last, she says, 
until Ittavi is profitable. 

SupportPay’s free version lets 
people keep six months of records. 
About l in 4 users pays $120 for a 
year’s subscription to a premium 
version with longer-term record- 
keeping and e-mail alerts, or $156 a 
year for the “legal” version, which 
includes documents for court and tax 
filings and shares records with attor- 
neys or mediators. 

If divorced couples end up back 
in court, those records are crucial, 
says Derek Austin, a divorce attorney 
who’s advised SupportPay. Parents 
need to be able to prove that they’ve 
made every required child support 
payment, or else courts can demand 
back payments and garnish their 
wages. Austin says the app is a less 
harsh alternative that still ensures the 
money arrives on time. “I use it as a 
tool to manage relationships,” he says. 

Atwood says her team is working on 
adding payment options and features 
such as calendars and contact lists. The 
app will also let users connect bank 
accounts for financial planning pur- 
poses (a college fund, say) without nec- 
essarily revealing everything to their 
exes, she says. 

Often, though, SupportPay just 
helps keep things simple, says Andrew 
Williams, a father of four from Modesto, 
Calif. He says he gets along with his 
ex-wife but uses SupportPay to orga- 
nize the documents they share-their 
divorce agreement, their children’s 
school bills, even report cards. “Now 
everything is centralized,” he says. 

Their child support agreement 
expires in July when their youngest 
son turns 18, but Williams says he’ll 
still use the app to keep his finances 
straight-and to keep sharing the cost 
of the family dogs, a 9-year-old pug and 
a 5-year-old German shepherd that live 
with him. For now, he says, “Pm paying 
her child support, and she’s paying dog 
support.” — Ben Steverman 

The bottom line About 1 in 4 of SupportPay’s 
36,000 users pays at least $120 a year for the 
divorce micromanagement app. 
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Innovation 
Quake Analysis 


Form and function 

Innovator Richard Allen 


The app MyShake uses the accelerometers 

Age 43 


of smartphones to collect data that may 

Title Director of UC Berkeley’s 1 ' 


help detect earthquakes, supplementing the 

Seismological Laboratory 1 , y » 


information from seismic research stations to 

and chair of the earth and 


provide people with more warning time. 

planetary science department 



7 



***** 


Setup The free app, released 
on Pea i 2 . tracks the 
amplitude and frequency 
of the phone’s shaking 10 
distinguish an earthquake 
Irom. say. someone dropping 
the device, It passes the data 
and the phone’s location to 
Berkeley researchers. 


Origin Allen started 
working on MyShake 
In 201 2 after learning 
about Improvements 
In smartphone 
accelerometers 


Utilty Alien says 
his app could be 
the Foundation oF an 
earthquake warning 
system in places 
Such as Nepal, wh ich 
has 6 million phones 
but few seismic 
monitoring stations. 


Funding I nearly 
February the 
nonprofit Gordon 
and Betty Moore 
Foundation gave 
Allen's project a 
51 million grant 
Deutsche Telekom 
has provided about 
£200,000 in funding 
and equipment. 




Detection Researchers 
analyse data My Shake 
collects from a 6- mile radius 
around the epicenter In 
tests using historic al data, 
the soil ware has helped 
Identify earthquakes with 
93 percent accuracy. 


Next Steps 

Eventually, Allen says, MyShake data could be used to better understand how 
earthquakes work and help construct sturdier buildings. Thomas Heaton, a 
professor of engineering seismology at California Institute of Technology, 
says the app will need a constant stream of user data. “But once we can pull 
that off,” he says, “it’s revolutionary.” — Olga Kharif 
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Lenders are struggling 
► “We’ve stayed 

European banks are having a hard 
time making money. The 12 largest 
lenders earned 18c): on average for 
every $100 in assets last year, while 
their six biggest U.S. rivals made 924. 
Three European giants-Credit Suisse, 
Deutsche Bank, and Royal Bank of 
Scotland-each racked up billions of 
dollars in losses in 2015. RBS has lost 
money every year since the 2008 crisis. 

The predicament has put the markets 
on edge. European bank stocks are 
down an average of 18 percent this year 
as of March 1, compared with a loss of 
74 percent for the Stoxx Europe 600 
index. More disconcerting is the jump 
in the cost of financial contracts that 
protect bondholders if a bank defaults. 
Insurance on the senior bonds of 
Deutsche Bank, for example, has more 
than doubled in price this year. 

Which prompts some questions: Is 
the fall in Europe’s bank stocks the 
result of investors waking up to the 
reality that, in a post-crisis world, 
banking will be a slower-growing, 
lower-earning business? (Not neces- 
sarily a bad thing.) Or is it a sign that 
the banks are weak enough to pose 
a risk again to Europe’s economy 
and financial stability? The answers 
appear to be yes and yes. 

Banks need to bolster their capital 
position to get safer, but the dearth 
of profits is making that more dif- 
ficult. “We’ve stayed away from 
European banks ever since the finan- 
cial crisis,” says Lucy Macdonald, 


ue?Or 



to build up the capital they 


away ... ever since the financial crisis” 



xhief investment officer for equi- 
ties at Allianz Global Investors. “And 
until they really get to grips with their 
capital position and balance sheets, 
then there is no real need to be there 
as an equity investor.” 

Capital, in a nutshell, is what stands 
between a bank merely losing money 
and going insolvent. It’s mainly share- 
holders’ equity, the money raised by 
either issuing stock or retaining profits. 
Shareholders don’t have to be paid 
back when business goes bad, whereas 
depositors and bondholders demand 
it. The more a bank’s business has 
been funded with equity, or capital, 
the safer it is from going bust. Banks 
on both sides of the Atlantic have 
been forced by regulators to beef up 
capital since the 2008 crisis. (Before, 
many had as little as 2 percent of assets 
— \/ 


Less Profit, More Risk 

Europe’s major banks have a far lower return on 
assets than their U.S. peers 


financed by equity.) In part because 
American regulators have taken a 
stricter line, U.S. banks have been 
quicker than the Europeans to get on 
top of the problem. 

By one measure, the capital of the 
top U.S. banks averages 6.6 percent of 
total assets, compared with 4.5 percent 
for the biggest European banks. (Banks 
often cite capital of 10 percent or more, 
after weighting some assets differently 
based on risk. Calculating capital ratios 
using total assets relies less on banks’ 
own risk estimates.) Two of France’s 
largest banks, BNP Paribas and 
Societe Generate, have capital of only 
4 percent of total assets. Deutsche Bank 
sits at the bottom of the list of Europe’s 
large banks, with 3.5 percent; its shares 
are off about 22 percent in 2016 so far. 

“Banks that the market deems to 


They also tend to have less capital as a percentage 
of total assets 


. 18 % 4 . 5 % 
. 92 % 6 . 6 % 
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have less capital than others will 
have trouble in terms of their stock 
prices/’ says Nikhil Srinivasan, chief 
investment officer of Italian insurer 
Assicurazioni Generali. 

Deutsche Bank offered last month to 
buy back some bonds, and it found few 
takers. That shows an “investor prefer- 
ence to retain exposure” to it, the bank 
said in a Feb. 29 statement. 

Some investors say the markets have 
overreacted this year. Banks have, after 
all, improved their capital levels since 
the crisis, says Martin Wilhelm, founder 
of money manager IfK, which holds 
Deutsche Bank bonds. “It’s a bad start, 
but banks can turn things around this 
year just like a soccer team can climb 
the league tables,” he says. 

It certainly will be easier to build 
capital if business improves, just by 
hanging on to the earnings instead of 
paying dividends. But there are head- 
winds, starting with bad loans. Europe’s 
lenders lost about $600 billion in the 
U.S. subprime debacle, then piled up 
more bad debt when consumers and 
companies fell behind during long 
recessions in several countries. 

The International Monetary Fund 
estimates there’s $1 trillion of bad debt 
on European banks’ balance sheets. 

For Italian banks, bad loans constitute 
almost 20 percent of total loans out- 
standing, meaning they’re not making 
any money on a big chunk of assets. 
And with interest rates at rock-bottom 
lows, it’s hard for banks across Europe 


to earn much on the 
good loans, either. 
Ireland and Spain are 
the only two 
euro zone 

members that forced their 
banks to clean up. The banks had to sell 
dud loans to asset management compa- 
nies set up by the government at deep 
discounts. The cleanups cost the gov- 
ernments a lot of money, but now the 
banks can finance economic growth. 
Under new European Union rules, gov- 
ernments can’t finance such a cleanup 
unless they first force some bank cred- 
itors to take losses. That’s called a “bail 
in,” as opposed to the bailouts funded 
only by taxpayers. 

Politicians in some countries “are 
resisting a cleanup because bailing in 
creditors will touch corporate deposits 
or wealthy savers,” says Harald Benink, 
a finance professor at Tilburg University 
in the Netherlands and chairman of the 
European Shadow Financial Regulatory 
Committee, a watchdog group. 

Lousy financial markets have come 
along to make things worse. Investors 
are fretting over banks’ potential expo- 
sure to falling commodity prices and 
volatile emerging markets. Barclays 
said its investment bank division had 
its first quarterly loss in at least two 
years, as trading revenue slumped. 

Growth isn’t easy to find in more 
conventional banking lines, either. 
Deutsche Bank bought a retail bank 
in 2010 to better compete against 
Germany’s 409 savings banks and 1,047 
cooperative banks. After years of eking 
out profits, the acquired unit is on the 
chopping block. The cutthroat local 
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market is further complicated by the 
existence of Landesbanlcs, partially 
owned by German states. 

Europe lacks the depth of U.S. 
capital markets. Companies are less 
likely to issue stocks or bonds, and 
so depend more on bank lending 
0 M ^ for financing. Weak banks can 
quickly become a drag on the 
economy. “The banks just don’t 
seem equipped to be able to cope with 
it,” says Stewart Richardson, chief 
investment officer of London-based 
RMG Wealth Management. “We need 
bank lending to the private sector to 
continue to grow, and the risk is actu- 
ally that it begins to fall.” 

— Yalman Onaran and 
Nicholas Comfort 

The bottom line A legacy of bad debts and weak 
capital levels has left Europe’s banks poorly 
positioned for 2016’s turbulent markets. 


Currency 

The Weak Peso Hits the 
Streets of Laredo 


► One of every two retail dollars is 
spent by visiting Mexicans 

► “Now, with the peso, my customers 
aren’t coming anymore” 

Cindy Gallegos, an elementary school 
teacher from Nuevo Laredo, Mexico, 
has sticker shock while looking for 
lace for her wedding dress. She’s in a 
fabric store just over the Rio Grande, 
in Laredo, Texas, and the price tag 
is $63. “It’s too expensive,” she says. 
“When converting to pesos, the price 
is impossible.” 

Surrounded by racks of dresses 
and colorful rolls of cloth, the store’s 
owner, Silvia Guerra, says: “We are 
dead over here. Business is dead.” 

The peso is down 16 percent against 
the dollar in the past year, lowering 
the purchasing power of Mexicans vis- 
iting the U.S. All Texas border cities 
are feeling a pinch. State data shows 
sales-tax receipts down as much as 
6 percent in the second quarter from ► 
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Currency kiosks in Laredo 


< a year ago, after years of boom-time 
increases. But merchants in [0 
where an estimated one of every two 
retail dollars is spent by Mexicans-say 
business is off 50 percent or more. 

“We are talking about millions 
and millions of dollars per day that 
Mexicans spend in Texas,” says Roberto 
Coronado, an economist at the Federal 
Reserve Bank of Dallas. “The city that 
depends the most on them is Laredo.” 
Some of the pain is a regular part 
of the ebb and flow in a slice of the 
U.S. economy that’s reliant on foreign- 
ers and a city that, with four interna- 
tional bridges, is the country’s biggest 
inland port. “When the Mexican peso 
gets a cold, Laredo sneezes,” says 
Les Norton, head of the Downtown 
Merchants Association. 

But today Laredo is taking two 
hits at once. The peso is down 
largely thanks 
-0 



Banking 

Keeping (Legaj) Dollars 
Moving in Mexico' 

► The central bank is settingup its 
own system for transferring r cash 

► A start— but not “a silver bullet in 
the heart of the drug cartels” 






In Mexico, you can pay^for just, 

about everything with dollars. That 
makes it easy for Americans floc^ 
ing to white sand beaches to escape 
the winter cold, but it can also be a 
headache for local merchants in this 
Caribbean strip about an hour and a 
half south of Cancun. 

At Ziggy Beach Tulum, a bou- 
tique hotel complex that hosts wed- 
dings, about 80 percent of revenue 
comes in dollars, some of which is 
used to pay, in turn, local vendors 
from DJs to florists. To pay in dollars, 
the hotel’s bank may transfer money 
to a vendor’s bank. “Sometimes it’s a° 
bit complicated,” says Roberto Olguin, 
the head of sales and special events at 
Ziggy. “It seems to me like it’s as if you 
were making an international transfer. 


to the decline in world- 
wide oil prices. (Mexico 
major exporter.) 

That’s afeq led to sharp 
production cuts in the 
nearby Eagle Ford shale 
basin, one of the fields 
behind the surge in U.S. 
oil output in the past 
half-decade. Guerra’s 
family is impacted 
by that, too: Her 
husband recently lost 
his job leasing drilling equipment for 
Weatherford International. “The news 
hit like a bomb,” she says. 

Most of the 115 million people who 
legally cross the border into Texas from 
Mexico every year are on shopping 
expeditions. They buy everything from 
jeans to smartphones to toys to toilet 
paper. Now there’s a lot less incentive 
to make the trip. A yard of Guerra’s 
popular turquoise-colored crepe satin. 


Mexico 


but inside the same 
country.” 

Small transactions are 
complex enough. Several 
foreign banks, under pres- 
sure to prevent money launder- 
ing, have reduced their ties with 
some Mexican counterparts in recent 
.y^ars. Now the country’s central 
bank. Banco de Mexico, is setting up a 
dollaj\transfer system, says Banco de 
Mexico spokesman Ricardo Medina. 
The idea is to simplify compliance for 
* U.S. banksV^ 

k It’s one resjxjnse to the way even 
Vij routine transactions have been 
affected by the cartel problem and 
l the"added scrutiny that’s come from 
U.S.^authorities. Banco de Mexico’s 
new electronic transfer network will 
let businesses send dollars through a 
clearinghouse overseen by the central 
bank, via a U.S. -based bank,^says an 
official familiar with the program, 
which is set to be introduced in April. 
In turn, the central bank will demand 
it banks using the system do more to 
vet customers. 

The illicit drug trade in the U.S. gen- 



priced at $8.50, cost 
Mexicans 127 pesos 
last year; it’s 152 pesos 
today. 

On Convent Street, 
a short walk from 
the Gateway to the 
Americas International 
Bridge, Kush Samtani 
is struggling to keep his 
27-year-old electronics 
shop open. Many store- 
fronts along Convent 
afe boarded up or braced with metal 
grids over their windows, and land- 
lords have started leasing space to 
currency-exchange kiosks hawking 
dollars for pesos at relatively cheap 
prices. At least 50 of the outfits have 
sprung up downtown in the past year, 
according to local merchants. 

“They bring in extra income,” says 
Samtani, who rents a corner of his store 
to a kiosk. He says he has no choice. 
Almost all his patrons are from Mexico, 
and many will likely resell the tablets 
and Bluetooth speakers they buy 
from him at the Tepito street market 
in Mexico City. “Now, with the peso, 
my customers aren’t 
coming anymore,” 
says Samtani. 


Laredo, Texas - 


vC° 




$531 billion 
in legal trade 
between the 
two countries. 

“You don’t want 
to wipe out that finan- 
cial flow-you want trans- 
parency,” says Robert McBrieii, a 
former associate director at Treasury’s 
Office of Foreign Assets Control. 

Bank transfers in dollars that begin 
in Mexico, go through U.S. banks, 
and then return to Mexico account 
for about one-third of the funds 
moving between the two countries. 
Businesses in Mexico have paid high 
fees for such transactions, which are 
often slowed by extra oversigh^At the 
same time, laundering is a source of 
risk for foreign banks doing business 
in Mexico. In 2012, HSBC agreed to 
pay the U.S. a then-record $1.9 billion 


\ v 

crates $64 billion a year, according to ~ ^fine for issues including Mexican 
an estimate by the U.S* Department moneydaundering lapses, 
of the Treasury. But illicit drug next year, JPMorgan Chase 

revenue pales in comparison with the restricted sortfe transactions tied to 
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Laredo (population 252,309) is 
among the least affluent cities in 
Texas, with about 30 percent of house- 
holds living below the poverty line. 
Xochitl Mora, a spokeswoman for 
the municipal government, says the 
current slump is nothing the city can’t 
bounce back from. “This is not the 
first time that border businesses have 
dealt with Mexican peso devaluations, 
the American recession, or conversely, 
the oil and gas boom,” she says. “It is, 
as they say, the nature of the beast.” 
Guerra’s not as confident. Born in 
the Mexican state of Nuevo Leon, she’s 
lived in Laredo for 40 years, making 
dresses from her home and raising 
three children before taking the plunge 
to become a small-business owner four 
years ago. She intends to wind down 
her business in May. “I started late in 
life, but I said, T don’t care.’ And I did 
it,” she says. “I’m very sad that I have 
to close my store.” — Isabella Cota 

The bottom line A South Texas city runs into two 
problems at once: a busted shale boom and falling 
purchasing power for some of its best customers. 



a Mexican bank, according to people 
familiar with the decision. Banco de 
Mexico Governor Agustin Carstens, 
in a meeting later that year with 
JPMorgan CEO Jamie Dimon, called 
the move a threat to Mexico’s financial 
system, according to two people with 
knowledge of the meeting. JPMorgan 
and the central bank declined to 
comment on the meeting. 

The Mexican government’s mea- 
sures aren’t “a silver bullet in the heart 
of the drug cartels,” says Daniel Glaser, 
the U.S. Treasury’s assistant secretary 
for terrorist financing. “But it com- 
plements other steps we’re takings, 
undermine cartel finances.’ 

— Ben Bain and f 

Alan Katz \ Tulum, Mexico^ 

The bottom line Money laundering -rriakes foreign 
banks anxious about doing business in Mexico and 
complicates life for legitirpafe businesses. 
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Bid/Ask 


By Kyle Stock 



$4.7b 

Argentina settles its bond debt to hedge funds. The country 
agreed to turn over a pile of cash to end a 14-year legal battle and 
pave its way back onto international bond markets. The largest cred- 
itors in the dispute, including hedge fund Elliott Management, will 
receive 75 percent of the money they claimed. Elliott’s haul will be 
369 percent of the principal value of the bonds it bought. 


$8.3 

$3.5 


$3b 



$380m 

$300m 



Barclays looks to leave an African venture. The British bank 
has put on the block its 62 percent stake in Barclays Africa, 
which has branches in 10 of the continent’s countries. 

Tribune Media seeks a buyer. The Chicago-based company 
spun off its big newspapers in 2014 and recently took a 
$385 million impairment charge on its TV assets. 


McKesson swallows Rexall Health. The deal will help 
McKesson expand its health-care services business to Canada, 
where Rexall has almost 500 retail pharmacies. 


China Resources orders its own brew. The company struck 
a deal to buy out SABMiller’s 49 percent stake in its Snow 
Breweries. Snow is the world’s best-selling beer. 

Vivendi sweetens a bid for Gameloft. The French media giant 
increased its offer by 20 percent days after Gameloft, maker of 
the Assassin’s Creed video games, spurned its advances. 


Cisco Systems buys Leaba Semiconductor. The young 
company has 45 employees and has raised $16 million in 
financing since its launch in 2014. 

MetLife trades 4,000 agents to another team. The army of 
underwriters was snapped up by Massachusetts Mutual Life 
Insurance, which had 5,500 agents prior to the deal. 
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How do you go beneath 
of your data to reveal the hidden 
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clients use analytics to turn data 
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action into tangible results. It's 
just one of our Digital capabilities, 
along with Interactive, Mobility, 
Cloud and Security — everything you 
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China Tries Its 
Hand at Pre-Crime 


► Beijing wants to identify subversives before they strike 

► “What is more important is to predict the upcoming activities” 


China’s effort to flush out threats to 
stability is expanding into an area that 
used to exist only in dystopian sci-fi: 
pre-crime. The Communist Party has 
directed one of the country’s largest 
state-run defense contractors, China 
Electronics Technology Group, to 
develop software to collate data on 
jobs, hobbies, consumption habits, 
and other behavior of ordinary citizens 
to predict terrorist acts before they 
occur. “It’s very crucial to examine 
the cause after an act of terror,” Wu 
Manqing, the chief engineer for the 


military contractor, told reporters at 
a conference in December. “But what 
is more important is to predict the 
upcoming activities.” 

The program is unprecedented 
because there are no safeguards from 
privacy protection laws and minimal 
pushback from civil liberty advocates 
and companies, says Lokman Tsui, 
an assistant professor at the School 
of Journalism and Communication at 
the Chinese University of Hong Kong, 
who has advised Google on freedom 
of expression and the Internet. The 


project also takes advantage of an 
existing vast network of neighborhood 
informants assigned by the Communist 
Party to monitor everything from 
family planning violations to unorth- 
odox behavior. A draft cybersecurity 
law unveiled in July grants the gov- 
ernment almost unbridled access to 
user data in the name of national secu- 
rity. “If neither legal restrictions nor 
unfettered political debate about Big 
Brother surveillance is a factor for a 
regime, then there are many different 
sorts of data that could be collated and 
cross-referenced to help identify pos- 
sible terrorists or subversives,” says 
Paul Pillar, a nonresident fellow at the 
Brookings Institution. 

Building a crystal ball to predict 
and prevent terror attacks is the ulti- 
mate goal of crime fighters the world 
over. But, so far, more data has just 
meant more noise, security experts 
say. “There are not enough examples 
of terrorist activity to model what it 
looks like in data, and that’s true no 
matter how much data you have,” says 
Jim Harper, a senior fellow at the Cato 
Institute. “You need yeast to make 
bread. You can’t make up for a lack of 
yeast by adding more flour.” 

China was a surveillance state 
long before Edward Snowden clued 
Americans in to the extent of domes- 
tic spying. Since the Mao era, the gov- 
ernment has kept a secret file, called a 
dang’an, on almost everyone. Dang’an 
contain school reports, health records, 
work permits, personality assessments, 
and other information that might be 
considered confidential and private 
in other countries. The contents of 
the dang’an can determine whether 
a citizen is eligible for a promotion or 
can secure a coveted urban residency 
permit. The government revealed last 
year that it was also building a nation- 
wide database that would score citizens 
on their trustworthiness. 

New antiterror laws that went into 
effect on Jan. 1 allow authorities to gain 
access to bank accounts, telecommu- 
nications, and a national network of 
surveillance cameras called Skynet. 
Companies including Baidu, China’s 
leading search engine; Tencent, oper- 
ator of the popular social messaging ► 



Focus On/Big Data 


4 app WeChat; and Sina, which con- 
trols the Weibo microblogging site, 
already cooperate with official requests 
for information, according to a report 
from the U.S. Congressional Research 
Service. A Baidu spokesman says the 
company wasn’t involved in the new 
antiterror initiative. Tencent and 

Sina’s Weibo didn’t 
respond to requests 
for comment. 

China Electronics 
Technology, 
which got the 
antiterrorism job in 
October 2014, had 
operating revenue 
of 164 billion yuan 
($25 billion) in 2015. Apart from sup- 
plying the Chinese military with 
radar and electronic warfare systems, 
the company has played a leading 
role in the country’s ambitious 
space program. 

Much of the project is shrouded in 
secrecy. The Ministry of State Security, 
which oversees counterintelligence and 
political security, doesn’t even have its 
own website, let alone answer phone 
calls. Only Wu, the engineer at China 
Electronics Technology, would speak 
on the record. He hinted at the scope of 
the data collection effort when he said 
the software would be able to draw por- 
traits of suspects by cross-referencing 
information from bank accounts, jobs, 
hobbies, consumption patterns, and 
footage from surveillance cameras. 

The program would flag unusual 
behavior, such as a resident of a poor 
village who suddenly has a lot of money 
in her bank account or someone with 
no overseas relatives who makes fre- 
quent calls to foreigners. According 
to Wu, these could be indicators that 
a person is a terrorist. “We don’t 
call it a big data platform,” he said, 

“but a united information environ- 
ment.” In China, once a suspect is tar- 
geted, police can freeze bank accounts 
and compel companies to hand over 
records of his communications. 

Another China Electronics 
Technology executive, who requested 
anonymity because he isn’t autho- 
rized to speak publicly, says the antiter- 
rorism software would first be tested 
in territories where Chinese authori- 
ties are struggling to stamp out some- 
times violent opposition to Communist 
rule by ethnic minorities. He says the 


“We don’t call it a big 
data platform but a 
united information 
environment.” 

Wu Manqing, 

China Electronics 
Technology 


pilot had a better chance of success 
than a nationwide program, because 
it’s focused on the 22 million residents 
of the sparsely populated Xinjiang ter- 
ritory in China’s northwest and the 
3 million in mountainous Tibet. 

Brookings’s Pillar is skeptical. “No 
system of surveillance and exploita- 
tion of intelligence can stop every- 
thing,” he says. But Tsui, the Hong 
Kong professor, says if anyone has a 
chance of coming up with a workable 
high-tech Big Brother, it’s the Chinese. 
The lack of privacy protections means 
that China’s data sniffers are more 
practiced than those in the West. “The 
people who are good at this are good 
because they have access to a lot of 
data,” he says. “They can experiment 
with all kinds of stuff.” — Shai Oster 

The bottom line A top Chinese military contractor 
is building a data analytics platform to help 
authorities identify terrorists before they strike. 


Hardware 

Getting Graphics Chips 
To Think on Their Own 


► Nvidia’s processors are powering 
breakthroughs in deep learning 

► “There’s a lot of promising 
stuff ...in the coming year" 

Nvidia’s microprocessors have long 
been the chips of choice for com- 
puter game addicts who crave real- 
istic graphics as they chase aliens or 
battle enemy soldiers. The same pow- 
erful semiconductors are now being 
put to new uses at companies includ- 
ing Alibaba, Facebook, Google, and 
Microsoft. Nvidia’s graphics chips 
underpin speech recognition systems, 
software to develop gene therapies, 
and programs that transform 
N / 1 


S3R 

The price of a Nvidia K40 GPU 


satellite photos into detailed maps. 

Researchers at DeepMind, a Google- 
owned lab in London, harnessed 
thousands of Nvidia’s K 40 graphics 
processors, which cost $ 3,000 apiece, 
to train a computer to play Go, an 
ancient board game. In what was 
praised as a milestone in artificial 
intelligence, DeepMind’s machine 
beat a European Go champion in five 
out of five matches last year. In March 
it will take on the world’s top-ranked 
professional player. 

Artificial intelligence’s big advance 
over traditional software is that it 
can learn and improve without the 
assistance of human programmers: 

An AI program designed to pick out 
cars from random images gets better 
the more pictures it’s exposed to. 
Graphics processing units, or GPUs, 
are well-suited for this kind of pattern 
recognition work because they can 
perform thousands of simple calcu- 
lations at the same time. In contrast, 
standard central processors made by 
Intel perform more complex calcu- 
lations very quickly but are limited 
when it comes to doing multiple 
things in parallel. 

The concept of using graphics chips 
for AI got a big boost in 2012 when a 
team of researchers at the University 
of Toronto used Nvidia’s GPUs to build 
an award-winning image classification 
system. The breakthrough was helped 
by the ehipmaker’s support of a pro- 
gramming language called CUDA, 
which lets developers 
repurpose GPUs for uses 
other than graphics. 
Rival Advanced Micro 
Devices hasn’t made 
a comparable invest- 
ment, which has ham- 
pered the adoption of its 
graphics chips in this emerg- 
ing field. Nvidia says about 
3,500 businesses and 
organizations are using 
its GPUs for AI and data 
analysis, up from 100 a 
couple of years ago. 

AI plays a role in every- 
thing from Google searches 
to self-driving cars, which is “one 
reason we're optimistic on [Nvidia’s] 
data center business,” says Craig 
Ellis, an analyst at B. Riley, a bou- 
tique investment bank. “Their 
parallel-processing architecture is just 







Know Thy 
Customer 
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Biometrics and other 
surveillance devices 
will allow retailers and 
shoppers to interact 
in new ways. 

O Facial recognition 
software triggers a 
personalized message 
to Steve, drawing on 
information from his 
loyalty program profile. 
© A sales associate 
picks out a dress 
for Molly based on her 
purchase history. 

© The attendant at 
the fragrance counter 
is notified that Sara’s 
birthday is approaching, 
so she’s eligible for 
a gift with purchase. 

O Neil is flagged as an 
“unwanted person,” 
and security is alerted. 



Neil: Known 
thief! 

5 convictions 


Greetings, Steve! 
All shavers are now 
1/2 price on Floor 3 


Steve: Never pays 
full price 


/ 
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naturally superior on an increasing 
number of workloads, which includes 
AI,” he says. 

Data centers are a relatively new 
area for Nvidia, which draws the bulk 
of its $5 billion annual revenue from 
its PC graphics business. While it’s 
eked out growth as computer gamers 
continue to shell out for more power- 
ful components, the company needs 
to counteract a four-year slump in PC 
sales. “Our GPU is now moving from 
software development into hyperscale 
data center production. That’s quite 
exciting,” says Chief Executive Officer 
Jen-Hsun Huang. Once a company 
figures out how to apply AI to its busi- 
ness, it tends to buy a lot of GPUs, he 
says. Still, luring customers away from 
Intel’s Xeon processors, the heart of 
more than 99 percent of the world’s 
servers, may prove difficult. 

Nvidia will also face competition 
from startups, such as Movidius 
and Nervana, that are building 
Al-optimized chips. Nvidia’s chief sci- 
entist, Bill Dally, says some large com- 
panies, which he won’t name, are 
looking to do the same but they don’t 
pose a threat. “Nvidia really took a 
bet on this type of computation, and 
they invested in this field before it was 
obvious there was a market there,” 
says Serkan Piantino, director of engi- 
neering for AI Research at Facebook, 


which uses thousands of Nvidia GPUs 
for AI. Still Piantino is keeping his 
eyes peeled for new developments. 
“There’s a lot of promising stuff that’s 
going to land in the coming year,” he 
says. — Jack Clark and Ian King 

The bottom line Nvidia’s chips are being used to 
teach machines to think like humans, which could 
provide the company with a new line of business. 



Retail 


Where Everybody 
Knows Your Name 


► Stores are experimenting with 
surveillance tools used by police 

► “Once this information is utilized, 
it’s addictive” 

“It was magical, it was a moment in 
history,” recalls Joseph Atick of the day 
in 1994 when the computer he and col- 
leagues at Rockefeller University had 
built was able to recognize its masters’ 
faces. As each of the three mathemati- 
cians introduced themselves, a metallic 
voice responded, “I see Joseph. ... I see 
Paul. ... I see Norman.” Atick, who now 
chairs an organization that promotes 
identification technologies, says, “We 


didn't realize whai we’d jusi done.” 

Fast-forward two decades and 
picture a talking mannequin that 
greets a shopper by name as she enters 
a favorite store, informing her that 
pants that match the blouse she bought 
a week earlier have just been marked 
down. “It’s just a matter of time until 
we start to see this technology reach 
shopping malls and beyond-it’s ready 
right now,” says Werner Goertz, a 
Gartner analyst who has authored a 
report on the adoption of facial recog- 
nition and other surveillance tools by 
retailers, casinos, and theme parks. 

Some of the new tech was on display 
at the National Retail Federation’s 
annual Big Show in New York and the 
International Consumer Electronics 
Show in Las Vegas, both held in 
January. Tokyo-based NEC boasts that 
its NeoFace software instantly rec- 
ognizes faces, even in a crowd and 
on low-resolution video. Originally 
devised for law enforcement, the 
product is being adapted for use in 
retail, says Allen Ganz, who heads the 
unit at NEC America that markets bio- 
metrics to companies. “With increas- 
ing competition from online sources, 
retailers have to become much smarter 
about how they engage with consum- 
ers,” he says. “This is a new kind of 
data for retailers, and once this infor- 
mation is utilized, it’s addictive.” ► 
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4 Ganz wouldn’t say which stores may 
be the first to roll out NeoFace. 

At the National Retail Federation’s 
show, Austin startup EyeQ demoed 
a system that can recognize physical 
traits-say, differentiating between male 
and female visitors-and customize mes- 
sages on in-store digital displays accord- 
ingly. The company didn’t respond to 
interview requests. Tom Litchford, vice 
president of retail technology at the fed- 
eration, calls one-to-one marketing the 
industry’s “holy grail.” 

Sales of facial-recognition gear will 
reach $6.2 billion globally by 2020, up 
from last year’s $2.8 billion, accord- 
ing to forecasts by MarketsandMarkets. 
Almost 30 percent of retailers in the 
U.K. are already using the technology, 
says Computer Sciences, an IT consult- 
ing firm that works with stores. 

A number of major retailers, includ- 
ing Walmart Stores, Giorgio Armani, 
and Macy’s in the U.S., Benetton 
Group in Europe, and Baidu and 
Alibaba Group in Asia, are explor- 
ing or even staging trials of facial rec- 
ognition and other surveillance tools, 
according to analysts at Bloomberg 
Intelligence and other industry 
experts. Only Macy’s and Benetton 
responded to interview requests; both 
denied that they are currently using 
facial recognition. “A lot of retail- 
ers would be afraid of the backlash of 
being discovered,” says Bryan Roberts, 
a director at the retail marketing firm 
TCC Global in London. “You can aggre- 
gate data anonymously, but once con- 
sumers know they’re being tracked by 
the shopping center, they’ll be more 
hesitant to come back.” 

While privacy advocates argue that 
retailers should be required to obtain 
customers’ consent before includ- 
ing them in biometric databases, the 
reality is that companies face few reg- 
ulatory constraints, at least in the U.S. 
Only Illinois, Texas, and Connecticut 
have laws governing the use of 
these technologies. 

The courts may help establish some 
parameters. Facebook is facing a class- 
action lawsuit that accuses the company 
of having “secretly amassed the world’s 
largest privately held database of con 
sumer biometric data” For photo 
tagging purposes. A federal 
judge is expected to rule 
soon on whether to dismiss 
the suit, because its claims 



under the Illinois biometrics law are 
barred by Facebook’s user agreement. 

Jay Edelson, a lead plaintiff’s attor- 
ney in the suit, predicts the outcome 
will have far-reaching implications. 
“This case can change everything,” 
he says. Facebook spokeswoman 
Genevieve Grdina says, “The lawsuits 
are without merit, and we will defend 
ourselves vigorously.” 

The man who helped uncork the 
genie would not mind seeing some 
restrictions put in place. Says Atick: 
“Consumers don’t yet understand the 
power of a machine that can recognize 
a human and what that power could 
do to humanity if it falls into the wrong 
hands.” — Kartikay Mehrotra 

The bottom line Sales of facial-recognition 
hardware and software are forecast to reach 
$6.2 billion globally by 2020. 


E-Commerce 

EBay Banks on Bar 
Codes for a Comeback 


► The online marketplace must 
manage an enormous inventory 

► “This in and of itself doesn’t solve 
EBay’s major problem” 

Hoping to outgrow its image as a glori- 
fied garage sale and move up in Google 
searches, EBay is turning to technol- 
ogy developed 70 years ago: the bar 
code. The machine-readable symbol 
that keeps supermarket lines moving 
is helping EBay manage vast amounts 
of data associated with the 6 billion 
products-from smartphones to video 
games, handbags to tires-listed at the 
online marketplace each year. 

Merchants will be able to enter 
a full description of a sales item by 
using a smartphone camera to scan its 
Universal Product Code. EBay reads the 
scan and automatically lists the item’s 
specifications. Before, every detail, 
including brand, model, and dimen- 
sions, was entered manually. 

UPCs are a central part of what 
EBay calls its “structured data ini- 
tiative,” started in June, to orga- 
nize items into a catalog that 
shoppers can easily search 
using filters such as price. 


features, and condition. The switch 
started with auto parts and accesso- 
ries, one of EBay’s fastest-growing cat- 
egories. The UPC is also used to call up 
consumer reviews and product images, 
which create a degree of permanence 
on EBay that search engines will reward 
with better placement. 

EBay says the code provides a suffi- 
cient baseline of information because 
80 percent of all products sold there 
are new. A key goal is to standardize the 
amount and type of information that 
merchants list. The initiative will even- 
tually expand to most items on the site. 

Chief Executive Officer Devin Wenig, 
who took over at EBay in July after its 
split from transactions business PayPal, 
sees the effort as the solution to slug- 
gish growth and loss of market share 
to Amazon.com. EBay has lost almost 
one-fifth of its value since the spinoff. 
Investors are skeptical of the data strat- 
egy. “This in and of itself doesn’t solve 
EBay’s major problem,” says Steve 
Weinstein, an analyst at research firm 
ITG. “The major problem is answer- 
ing, ‘Why should shoppers go to EBay 
instead of anywhere else?’ I don’t think 
they have a good answer to that.” 

Wenig says the financial results inves- 
tors want will come as more catego- 
ries are integrated into the catalog. 

EBay planned to increase the share of 
eligible listings managed this way to 
60 percent by the end of February, up 
from 38 percent at the end of 2015. 

So far, some merchants like the 
change. Quick Ship Electronics, 
which sells consumer devices on EBay, 
had some desktop computers and 
laptops languishing in its inventory. 

Once the company entered the UPCs 
on EBay’s catalog, the items sold within 
days, CEO Jordan Insley says. 

Scott Brown, owner of online camera 
store Adorama, says he’s waited for 
years for EBay to incorporate scannable 
codes. His company sells about three 
times as much on Amazon as it does on 
EBay. “EBay really wants to get out of 
the shadows of Amazon,” he says. “By 
taking control of their data, they might 
be able to do it.” — Spencer Soper h 
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The bottom line EBay is using bar codes to t 

standardize product listings in a data catalog in an | 

effort to regain business lost to Amazon. ° 
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By Max Chaf kin & Sarah Frier 




n a Wednesday in early February, Khaled Khaled, a 40 -year- 
old record producer from Miami, stepped into the garden 
of his temporary residence at the Beverly Hills Hotel in 
Los Angeles. As he does most mornings, he gave thanks 
for another day on earth. “Good morning,” he said to no 
one in particular. “Bless up.” 

DJ Khaled, as he’s more commonly known, was once a minor 
figure in the music world, a creator of radio-friendly hip-hop 
hits and the host of a nightly show on one of Miami’s top FM 
stations. The rap on Khaled was that he could attract talented 
collaborators but wasn’t much of a musician himself. “Mostly, 
he just incessantly screams dumb catchphrases,” one Pitchfork 
reviewer complained. “And he doesn’t even do that particu- 
larly well.” This sort of thing weighed on Khaled. The critics, 
the haters, the people who’ve ignored his career-they didn’t 
want him to be in such a beautiful garden. 

“I love my angels,” Khaled said, admiring the red, white, and 
purple cyclamens at the hotel. He saw God in those perennials. 
He also saw a metaphor for his own life’s journey. Khaled sees 
metaphors everywhere, actually, which is a major key-or as he 
prefers to type it out, “Major ”-to his success on Snapchat, 
the social network where he has amassed some 6 million follow- 
ers since last October. “Life is like flowers,” he observed, training 
his iPhone camera at the ground and holding down the record 
button. “You grow. You blossom. You become great.” He posted 
the 10-second video to Snapchat, then repaired to his bungalow 
to further philosophize on the power of positive thinking, hard 
work, and the divine. That went out to his Snapchat followers 
too, in a continuous series of clips. 

If you want to understand Snapchat, the insanely fast-growing 
and-to people born before 1990-straight-up insane messaging 
app and media platform, DJ Khaled is your Virgil. If you were 
one of the 100 million people who logged in to Snapchat each 
day during Super Bowl weekend, his thick beard and full frame 
were impossible to miss. You would have seen clips of him at an 
impromptu concert where he was mobbed by several hundred 
screaming fans waving giant cardboard keys, or at a raucous 
party sponsored by PepsiCo, or in a pedicab he hailed after the 
game. “Ride wit me through the journey [to] more success,” he 
captioned that last video, as his chauffeur pedaled furiously. 

Khaled had never heard of Snapchat when a friend suggested 
he check it out last year. While taking a break from touring 
last fall, he gave it a shot. “I didn’t really know how to use it,” 
he says on a recent afternoon in Los Angeles. “I was kind of 
just talking to myself.” Khaled filmed everything: his grooming 
routine, his breakfasts, his hot tub, and, especially, a Tuscan- 
style lion sculpture that he would often shout at while watering 
his plants. Mostly, he gave advice. He expounded on the impor- 
tance of quality bedding (“The key to more success is to have 
a lot of pillows”) and regular meals (“They don’t want you to 
eat breakfast”). His most dramatic Snapchat moment occurred 
during a twilight ride on a personal watercraft in Biscayne Bay. 
“The key is to make it,” he repeated as he got lost on the water. 
Then he turned the camera on himself and added, “The key is 
not to drive your Jet Ski in the dark.” 

Khaled made it, and since that fateful night he’s been pretty 
much the hottest ticket in media-the guy who’s figured out the 
digital property everyone wants a piece of but no one quite 
understands. He’s palled around with Snapchat co-founder 
Evan Spiegel, created Snapchat videos on behalf of Ciroc 
vodka, and signed a deal to host a weekly radio show on Apple 
Music’s flagship station. Beats 1. His catchphrases have occa- 
sioned explainers from otherwise serious news organizations, 
including Time, Quartz, and- -Bloomberg Businessweek. “DJ 
Khaled has completely cracked the platform,” says Emmanuel 
Seuge, senior vice president for content at Coca-Cola, one 


of Snapchat’s major advertisers. “He’s the 
king of Snapchat.” 

Compared with Twitter or Facebook, 

Snapchat can seem almost aggressively 
user-unfriendly. If you’re new to the app and 
looking for posts by your kid, your boyfriend, 
or DJ Khaled, good luck. It’s hard to find 
somebody without knowing his or her screen 
name. This is by design. “We’ve made it very 
hard for parents to embarrass their children,” 

Spiegel said at a conference in January. “It’s 
much more for sharing personal moments 
than it is about this public display.” 

Spiegel, who declined to be inter- 
viewed, has been cagey about Snapchat’s 
business prospects. Its annual revenue is 
small-perhaps $200 million, according to 
several press reports-but it has already 
drawn many big-name advertisers. Earlier 
this year, PepsiCo, Amazon.com, Marriott 
International, and Budweiser paid more than 
$1 million to have their ads appear within 
the company’s Super Bowl coverage, accord- 
ing to a person familiar with the deals. And 
because Snapchat has yet to really try to sell 
ads to the small and midsize businesses that 
make up most of Google’s and Facebook’s 
customer base, there’s a lot of potential. 

As Facebook has transformed from a 
slightly wild place to a communications tool 
for parents, teachers, and heads of state, 

Snapchat’s more playful ethos, and the fact 
that anything posted on it disappears in 24 
hours, has made it the looser, goofier social 
network. “You’re sending this ephemera 
back and forth to your friends,” says Charlie 
McKittrick, the head of strategy at Mother 
New York, an ad agency. “It’s the detritus of 
life. But it’s really funny.” Last September, 
while Mark Zuckerberg hosted Indian Prime 
Minister Narendra Modi on Facebook’s 
campus, the big news at Snapchat’s offices 
in Venice was a feature called Lenses, which makes your selfies 
look like you’re vomiting a rainbow. 

Snapchat is just the sort of place where DJ Khaled, in his 
uninhibited glory, could find an audience. Vice called his Jet 
Ski adventure “the greatest sitcom episode ever filmed.” Elite 
Daily, the “voice of Generation Y” news site, raved, “If You’re 
Not Following DJ Khaled On Snapchat Already, You’re Buggin’.” 
In December, Khaled posted to Snapchat while getting his 
iPhone fixed at an Apple Store. Soon he was surrounded by 
fans. “It was unreal,” he says. “My Snapchat has more viewers 
than any TV show.” 

That’s an exaggeration, but not by much. Khaled’s videos 
attract 3 million to 4 million viewers each. Given how Snapchat 
skews overwhelmingly tween to late-millennial, that means 
about the same number of young people are watching him 
admire flowers as are watching the biggest network sitcoms. 
According to Nielsen, roughly 3.3 million people age 12-34 
watch The Big Bang Theory. 

Even bigger than the videos posted by Khaled and Kylie 
Jenner-the platform’s other big star, with 10 million followers- 
are Snapchat’s own Live Stories. These are mashups of news 
events culled from the feeds of Snapchat users and produced 
by the company’s 100 -person content team of producers. 
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editors, and a handful of journalists, who sometimes add com- 
mentary or contribute more footage. The biggest Live Stories 
segments-for instance. New York’s 2015 Snowmageddon and 
the Coachella music festival-can draw viewership in the tens 
of millions. Snapchat Discover, a collection of slickly produced 
feeds, attracts audiences in the millions. The company says users 
watch roughly 8 billion videos on its platform each day, about 
the same number as Facebook, which has 10 times as many users 
as Snapchat. On a given day, according to Nielsen, 41 percent of 
adults in the U.S. under 35 spend time on Snapchat. 

“Everybody from 14 to 24 in America, it’s either the No. 1 or 
No. 2 app in their lives,” after Instagram, says Gary Vaynerchuk, 
an angel investor and entrepreneur. Actually, it’s not just an 
American phenomenon: Snapchat is a top 10 most-downloaded 
app in about 100 countries, according to market researcher App 
Annie. Vaynerchuk, who has investments in Snapchat, Twitter, 
and Facebook, likens the excitement to that of television in the 
early 1960s. “The vast majority of people reading this article will 
have a Snapchat account within 36 months,” he says. “Even if, 
as they’re reading this, they don’t believe me.” 

Just a year ago, Snapchat was primarily known as a 

disappearing message app useful for sending nude photos to 


lovers and lewd doodles to friends. “The people’s champ of 
smartphone peep shows,” this magazine put it in 2013. When 
Spiegel turned down a reported $3 billion buyout offer by 
Facebook, the then-23-year-old was mocked in the press and 
even by members of his own board. “If you knew the real 
number” offered by Facebook, Sony Pictures Chief Executive 
Officer and Snapchat board member Michael Lynton confessed 
in an e-mail that was leaked as part of the 2014 Sony hack, “you 
would book us all a suite at Bellevue,” the New York hospital 
with the famous psychiatric ward. 

In late 2014, when Spiegel unveiled the company’s business 
plan-for a minimum of $750,000, a big brand such as Coke 
or Pepsi could get short video ads to run in the app for one 
day-he was again derided for being out of touch. “It’s like how 
the Kardashians are famous because they’re famous,” says Ben 
Winkler, the chief investment officer for the media buying firm 
OMD. “Snapchat is expensive because it’s expensive.” Of course, 
that’s another way of saying it’s expensive because lots of people 
want to buy it. “Almost every editor has put me in a choke- 
hold to find out how they can get on the platform,” says Joanna 
Coles, the editor-in-chief of Cosmopolitan, and since December 
a Snapchat board member. 

Snapchat, which was most recently valued at $16 billion, 





"The vast majority of 
people reading this... 


doesn’t look or feel like any normal form of communication. 
Open the app, and you’re confronted by a full-screen viewfinder 
that looks a lot like your phone’s regular camera app. Mysterious 
abstract icons hover in corners. Swiping right reveals your mes- 
sages. This is where committed users send hundreds of selfies 
a day to their friends, annotating them with emojis or doodles, 
or applying one of Snapchat’s constantly changing collection of 
rainbow-vomit-type filters. 

Swiping left gets you to the meat of the app: stories. These 
are short video clips that run in a series and disappear within 
24 hours. You, your friends, and people you follow, like DJ 
Khaled, can post. The upper half of the screen is devoted to 
variations on stories: the day’s Snapchat-produced Live Stories, 
as well as Snapchat Discover. There are 20 Snapchat Discover 
channels, each produced by established media brands such as 
People, CNN, ESPN, and the Wall Street Journal, as well as up- 
and-comers such as Vice, BuzzFeed, and Refinery29. Coles’s 
Cosmo channel is on Discover, as is Sweet, a publication run 
by the magazine’s parent company, Hearst. 

Discover partners generally post 10 or more videos a day on 
its channels. App users can tap a channel icon to start watching 
the stream, and tap again to skip to the next clip. Or, if they’re 
intrigued by a clip, they can swipe up to watch a longer version 
or read an article. No matter how they tap or swipe, users stay 
in the app. Links to the Web aren’t allowed. Publishers love 
not having to compete with a steady stream of links from other 
publishers, as on Facebook or Twitter, and advertisers love that 
users actually seem to watch the ads. Since last year, Snapchat 
has broadened its advertiser base by introducing less-expensive 
products. Today, buying time on Discover costs $20 per thou- 
sand views-more than twice what an ad goes for on Facebook 
and Instagram. The proceeds are split between Snapchat and 
its media partners. 

The number of Discover slots is limited-right now it’s just 
the 20 that fit on one Snapchat screen-and competition among 
media brands is fierce. In July, Snapchat dropped Yahoo! even 
though Spiegel had personally recruited Katie Couric, Yahoo’s 
lead news anchor. BuzzFeed got that slot. Snapchat declines to 
explain why it bounced Yahoo, but traffic to the channel was 
reportedly poor. Shortly after replacing Yahoo on Discover, 
BuzzFeed CEO Jonah Peretti disclosed that 21 percent of his com- 
pany’s overall audience came from Snapchat, a share exceeded 
only by Facebook and BuzzFeed’s own website and apps. 

For less-established companies, getting a Discover slot can be 
transformative. “That was a dramatic moment in the life of our 
company,” says Steven Kydd, a co-founder of Tastemade, a four- 
year-old media startup focused on food and travel videos. Since 
joining Discover in August, Tastemade has added 20 employees, 
raised an extra $40 million in venture capital, and reoriented 
itself around Snapchat. Tastemade started out producing videos 
primarily for YouTube, then expanded to Facebook, Instagram, 
and Apple TV. To be eligible for Snapchat’s Discover feature, 
not only did Tastemade have to produce even more videos, it 
also needed them to work on a smartphone screen, which is 
more complicated than it sounds. “This,” Kydd says, pointing 
at a TV mounted vertically on the wall in Tastemade’s studio in 
Los Angeles, “is how millennials view content.” 

The company built a set, specifically designed for vertical 
videos, that’s roughly 15 percent skinnier than a standard set and 


has cameras turned on their sides. Tastemade 
still has to fill up the other platforms, so it 
shoots the rest of its videos horizontally on 
high-resolution cameras, while keeping the 
action in the middle third of the screen so the 
footage can also run on Snapchat. TV moni- 
tors in the studio are marked with black tape 
that shows the Snapchat version’s frame. Afterward, segments 
are edited into multiple cuts: vertical for Snapchat, square for 
Instagram and Facebook, horizontal for YouTube and Apple 
TV. “Everything in the industry is designed around landscape 
video, so to do portrait you kind of have to hack the process,” 
says Jay Holzer, Tastemade’s head of production. 

Days at Tastemade begin with an hourlong story meeting 
focused on the following day’s Snapchat edition. “Believe it or 
not, we try to treat this a little bit like a newsroom,” says Oren 
Katzeff, the programming chief, as a dozen editors and producers 
sit down in a conference room and open their laptops. The main 
item on the agenda one February morning is Cookie the News. 

It’s a series made specifically for Snapchat that uses sped-up 
video to depict the creation of a current-events-themed sweet- 
for instance, a butter cookie frosted to look like Ziggy Stardust, 
to commemorate the death of David Bowie. (Cookie the News’s 
tagline: “Don’t read it. Eat it.”) “We try to cover things that are 
fun and that can also be turned into a great cookie,” Katzeff says. 

The first pitch of the morning focuses on the German short- 
haired pointer that just won the Westminster Kennel Club Dog 
Show. Dogs are cute, everyone agrees. But someone mentions 
that a giraffe cookie, pegged to the sighting of a rare subspecies 
in a Tanzanian national park, bombed several weeks earlier. 

“I think this falls into that category,” another producer says. 
“Unless we can do something different with the cookie itself.” 
“Could you do a dog cookie that the dog could eat?” someone 
asks, before the idea is mercifully put to sleep. 

The group runs through other proposals: cookies of Adele at 
the Grammys, the Sports Illustrated swimsuit issue, the Chinese 
government’s reported forced resettlement of ethnic minorities, 
all nixed. Finally, someone mentions a flaw in Apple software 
that can cause iPhones to “brick,” or be permanently disabled. 

An iPhone-shaped cookie getting crushed by a brick is approved. 

History suggests that cookie-based media, and Snapchat 

in general, may be a fad. In 2013 , several viral video compa- 
nies thrived, thanks to a knack for being able to rank highly in 
Facebook’s News Feed by using teasing headlines. For a time, it 
worked; Upworthy, for example, saw traffic hit nearly 90 million 
unique users. But Facebook changed its News Feed, consumers 
tired of the click bait, and traffic sank. “Facebook changed and 
we adapted,” says Upworthy co-CEO Peter Koechley. 

Before he helped start Tastemade, Kydd was an executive 
vice president of Demand Media, which ran content farms, 
websites that cranked out posts by the thousands on a daily 
basis. Posts had little informational value-for instance, “How * 
to Put on a Speedo” was a classic-but they generated huge | 
traffic, and ad revenue, by exploiting a quirk in the way Google | 
handled search queries. The company went public in 2011 and jjj 
peaked at a valuation of roughly $2 billion-at the time, about | 
25 percent more than that of the New York Times. Then Google § 
updated its algorithm, and Demand Media’s traffic collapsed. | 
Today its market capitalization is roughly $100 million, and it | 
has a new management team. Kydd notes that Tastemade has I 
always focused on high-quality content. 1 

In late February, Snapchat announced it would provide > 
detailed demographic information about users through Nielsen’s | 
digital ratings service, a welcome development for some adver- ° 
tisers wary of the hype. “Snapchat is awfully expensive, and i 


there’s pretty much a lack of data and visibility/’ says Thom 
Gruhler, a marketing vice president at Microsoft. Another com- 
plaint: Meetings with Snapchat executives are rare. “Whether 
it’s Imran [Khan, Snapchat’s chief strategy officer] or Evan, it’s 
like getting an audience with the pope,” says an executive at one 
of the largest ad agencies. With Facebook and Twitter, the big 
agencies get as many meetings as they want. 

Snapchat declined to comment on this critique, but it has 
informed media buyers that it plans to improve ad targeting 
and measuring while promising a more hands-on approach. 

And in February it struck a deal to allow Viacom to sell ads on 
Snapchat’s behalf. “They’re in the midst of growing up,” says 
Carrie Seifer, president for digital at Starcom Media Vest Group. 

For now, that’s been enough. Advertisers don’t have a lot of 
good options to reach under-30s. The audiences of CBS, NBC, 
and ABC are, on average, in their 50s. Cable networks such as 

will have a Snapchat 
account within 
36 months” 


CNN and Fox News have it worse, with median viewerships near 
or past Social Security age. MTV’s median viewers are in their 
early 20s, but ratings have dropped in recent years. Marketers 
are understandably anxious, and Spiegel and his deputies have 
capitalized on those anxieties brilliantly by charging hundreds of 
thousands of dollars when Snapchat introduces an ad product. 
OMD’s Winkler calls this a “shrewd strategy” that “instantly ele- 
vates the conversation-often to the CMO level,” which means 
that Snapchat ad buys are often subject to less budgetary scrutiny 
than normal. “Every CMO’s kid is using it,” says Starcom’s Seifer. 

When Snapchat sales reps have called on advertisers, they’ve 
typically spent more time with creative teams than with media 
buyers, says David Gaines, chief planning officer at Maxus Global, 
a media buying agency. “I’ll be honest, I had no idea what they 
were talking about half the time,” he says of a Snapchat train- 
ing session he attended. But Gaines is quick to add that he’s a 
Snapchat believer, because it offers the chance 
to create ads that look like they belong on a 
mobile phone, not like miniaturized TV com- 
mercials. “The digital producers will come to 
us and say, ‘Wow, we saw Snapchat this week, 
and they’re teaching us things we don’t even 
know about our own jobs,’ ” he says. 

In December, Khan traveled to Chicago to 
meet with executives at PepsiCo’s Gatorade 
division. Over drinks at Soho House, he pro- 
posed a Super Bowl collaboration using a new 
advertising product inspired by the weird 
selfie lenses. The result was a video filter that 
for two days allowed users to send clips that 
looked like someone was dumping a bucket 
of orange Gatorade over their heads. Neither 
Snapchat nor Gatorade would comment on 
price, but reports put it between $450,000 and 
$750,000 per day. The videos of virtual drench- 
ings were watched more than 160 million times. 
“We think it was a fantastic collaboration,” says 
Kenny Mitchell, who helps lead Gatorade’s new 
media marketing. He adds that he expects to 
work more with Snapchat in the coming year. 

DJ Khaled, too, hopes to collaborate more 
closely with Snapchat. In November he became 
one of the first owners of an Official Stories 
account, designed to make it slightly easier for 
Snapchat newbies to find celebrities. Rather 
than a blue check mark, as on Facebook and 
Twitter, celebrities get a unique emoji next to 
their name. Khaled’s, naturally, is a .He also 
recently pitched Spiegel some ideas for using 
Snapchat to showcase music, an area where it 
has struggled. 

For now he’s got the deals with Ciroc and 
Apple Music, as well as his online clothing store, 
where you can buy “Major v ” T-shirts and flip- 
flops that say “Bless” on the left foot and “Up” 
on the right, but he’s trying not to overdo it 
on paid tie-ins. “When you’re successful, the 
money chases you,” he says. “You don’t have 
to chase the money.” 

Through the bluster is a hint of anxiety, 
common enough among moguls and artists, 
that maybe the magic is fleeting. That’s height- 
ened by the knowledge that everything on 
Snapchat today will be gone tomorrow. Khaled 
sometimes saves his best posts. “I don’t save 
them all,” he says. “Just the classic ones.” O 
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O n Sunday, Feb. 28, Valeant 

Pharmaceuticals finally had 
some good news for share- 
holders. The Canadian drug 
company said its chief execu- 
tive officer, Michael Pearson, 
who’d been on extended 
medical leave, would be 
returning to his post. He would 
give up his title as chairman 
of the board, perhaps to quell 
any internal detractors-CNBC had reported several days 
earlier that board members had debated whether Pearson 
should come back at all. But after weeks of uncertainty fol- 
lowing his December hospitalization for severe pneumo- 
nia, Pearson seemed ready. 

There’d be no easing back in. That same day, Valeant 
canceled a Monday morning earnings conference call. In 
addition, the company said it would have to reissue its 
financial forecast for the year. 

On Monday, Valeant revealed that it was the subject 
of an investigation by the U.S. Securities and 
Exchange Commission for a matter apparently it 
so delicate that the company refused to describe 
it. The SEC isn’t saying, either. It was almost as if 
the company had come up with the perfect way 
to spook its investors right as it was trying to reas- 
sure them. By the end of the day, Valeant’s stock lost 18 
percent of its value. And Moody’s Investors Service chose 
this moment to say it was reviewing Valeant’s $31 billion 
in junk-bond debt to see if it required a downgrade. 

It’s yet another stunning turn in one of the most incred- 
ible business stories of the past year. Less than a year ago, 
Pearson’s cheerleaders-many of them professional money 
managers, such as Bill Aclcman of Pershing Square Capital 
Management-were saying that he was revolutionizing the 
pharmaceutical industry. Pearson had long argued that 
the industry wasted too much money on unprofitable 
research and development projects. He said drugmakers 
were better off buying other companies and exploiting 
their portfolios. Accordingly, he had turned Valeant into 
an acquisition machine and, though he rarely discussed 
it, a serial hiker of drug prices, another pillar of the com- 
pany’s strategy. 

Valeant’s share price had soared from $13 on Pearson’s 
first day on the job in 2008, to $263 in August, but that 
wasn’t the only validation of his approach. Other pharma- 
ceutical companies learned from Pearson’s model, too. 
Pfizer, the maker of drugs such as Viagra, was essentially 
going down a path blazed by Valeant when it announced 
it would buy Allergan in a $160 billion deal that would be 
the largest in the industry and that would transform (or 
“invert”) it into an Irish-domiciled company, enabling it 
to avoid American corporate taxes. 

Skeptics have characterized Pearson’s work as nothing 
more than hollowing out research, playing financial games, 
and squeezing dollars from the helpless and sick, who 
can’t make choices about what they buy. Warren Buffett’s 
longtime partner, Charlie Munger, described Pearson’s 
practices as “deeply immoral.” A spokeswoman for Valeant 
says the company continues to spend substantial amounts 
on research and has created jobs in the U.S. 


Moral or not, Pearson has clearly changed the indus- 
try. Perhaps his return was never in doubt, but it will be 
closely watched. Valeant declined to make him available to 
comment on his departure, or his comeback. Two weeks 
before he became sick, however, Pearson, who remains 
Valeant’s largest individual shareholder, all but dared 
directors to get rid of him. “If the board wants to fire me, 
they’re welcome to fire me,” he said. “But until they do, 
we’re gonna get through this thing.” 
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Valeant was founded in 1959 by the exquisitely named Milan 
Panic, a Yugoslavian-born entrepreneur who defected while 
he was competing as a member of his country’s Olympic 
bicycling team. Panic (pronounced PAN-eech) came to 
America with $20 in his pocket and a few years later started 
a company known as ICN Pharmaceuticals in-where else?- 
his garage. He became a multimillionaire by purchasing 
niche products such as dermatologic drugs and by devel- 
oping ribavirin, a successful antiviral compound, which he 
hoped at one point might be a cure for cancer. His exploits 
made him a folk hero in his homeland of Serbia, where 


If the boar 

he returned in 1992 to run successfully for prime 
minister only to be forced out after eight months 
by the country’s former president and strongman 
Slobodan Milosevic. A few years after returning 
to the U.S., Panic ran afoul of the SEC for alleg- 
edly making false statements about ICN’s products. In 2002 
he settled the claims without admitting wrongdoing and 
finally retired, much to the relief of ICN’s largest investors. 

„ The company changed its name to Valeant. 

Even after its release from Panic’s grip, Valeant contin- 
ued to struggle. In 2007 its chairman. Bob Ingram, called 
Pearson, who was then head of the pharmaceutical prac- 
tice at McKinsey. Pearson was a natural person to contact 
for help; he was the confidant to some of the industry’s 
biggest names and an iconoclast. The son of a Bell Canada 
employee, Pearson was raised in Canada. He moved to New 
Providence, N.J., outside New York, when he was in sixth 
grade after his father got a job at AT&T. His new friends 
called him Nuck, short for Canuck. Back then he was slim 
and athletic, and he sported a Prince Valiant haircut. Peter 
Nobbs, one of his closest friends, recalls that Pearson loved 
hockey and got up at 3 a.m. because it was the only way to 
get ice time at the local rink. “It was fairly obvious he was 
going to be pretty darn successful.” Nobbs says. “It was just 
his personality type. He was just driven.” 

After high school, Pearson went to Duke University, 
where he joined the Sigma Nu fraternity, impressing his 
fellow members with his ability to be something of a party 
animal and still excel academically. “He just seemed to 
be able to get good grades,” says Walton Kelly, a fellow 
Sigma Nu member. “I wouldn’t say with a minimum of 
effort, but he wasn’t stressed out over his classes like a lot 
of us were.” Pearson also met his future wife, Christine, a 
nursing student at the university. They have four children. 

Pearson graduated from Duke with a degree in 




engineering in 1981 and got his MBA at the University of 
Virginia’s Darden School of Business. In 1984 he joined 
McKinsey, where he spent the next 23 years. At the time, 
several of Pearson’s former colleagues there say, McKinsey 
was a clubby place full of Ivy Leaguers who thought of 
the firm less as a business and more as an ivory tower to 
which clients came seeking enlightenment. Pearson, on 
the other hand, thought it was his job to make money for 
his clients and the firm. He seemed contemptuous of his 
more academically minded colleagues. He showed up 
late for meetings, although he often quickly grasped what 
was going on. He worked bruising hours, once telling a 
reporter he took 400 flights a year during his consulting 
days. It wasn’t unusual for his colleagues to arrive in the 
morning and find him asleep at McKinsey’s Florham Park, 
N.J., office because he hadn’t gone home the night before. 

Some at McKinsey resented Pearson, but the firm’s phar- 
maceutical clients adored him. He got to know many of the 
industry’s most prominent CEOs, among them Schering- 
Plough’s Fred Hassan and Johnson & Johnson’s William 
Weldon. All management consultants say they can help 

clients reduce costs and 
create more efficient orga- 
nizations, but Pearson 
developed a reputation 
for being able to do it. 

As Pearson 
studied the indus- 
try, he developed a 
theory about it. He 
thought it wasted 
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too much money not just on R&D but also on personal sec- 
retaries, public relations, and investment banking advice. 
When Valeant sought his advice, he told the company 
to cut its research spending and to concentrate first on 
dermatology and then on growing through acquisitions. 
Valeant’s board was so taken with Pearson’s ideas that it 
offered him the top job. Pearson took it. He’d finally have 
a chance to prove he wasn’t just a guy who dispenses 
advice. Now he could actually run a company, even if it 
was a troubled one like Valeant. 

The company was based in Southern California at the 
time, but Pearson set up an office for himself and his 
key executives in an old YMCA with a basketball court in 
Madison, N.J., close to his home. On Friday afternoons his 
employees sometimes played hoops. One visitor called it 
Pearson’s man cave. Others say it was perfect for a guy 
who was still a frat boy at heart. 

Pearson also got a lot of work done at the old Y. He 
came up with an ambitious turnaround plan for Valeant. 
Within a few months he’d cut the company’s 3 , 000 -person 
workforce in half. In Pearson’s first year, Valeant spent 
9 percent of its annual revenue on R&D. Over time, Pearson 
reduced that to 3 percent. (Why sink money into testing 
drugs when you could drive the stock price up by purchas- 
ing other companies?) In 2010, Valeant merged with another 


of Pearson’s former McKinsey clients, a Canadian company 
called Biovail, which had a similarly troubled history. It had 
settled a case with the SEC two years earlier, agreeing to 
pay $10 million to resolve accounting fraud allegations after 
it said it missed its quarterly earnings estimate because of 
the crash of a truck filled with its antidepressants. 

But Biovail had something that Pearson knew would be 
extremely valuable: a non-U. S. address. Once the merger 
was completed in September 2010, Valeant became a 
Canadian company, and its statutory corporate tax rate 
fell to 27 percent from 35 percent. That meant it could pay 
even higher prices to buy U.S. drug companies, because 
Valeant could cut their tax bills once the deals closed. 

In March 2011, Valeant made a bid for Cephalon, a 
Pennsylvania company that made sleep-disorder drugs. 
Cephalon’s founder, Frank Baldino, had died three months 
earlier of leukemia, and his former colleagues were still 
mourning his passing. Not unexpectedly, the company 
rejected Valeant’s offer, but Pearson launched a hostile 
$5.7 billion bid, castigating Cephalon’s board for resisting 
his overtures. The company agreed to be acquired instead 
by Teva Pharmaceutical for $6.2 billion. 

Pearson picked another fraught moment in 2012 to go after 
Medicis Pharmaceutical, a Scottsdale, Ariz., company that 
made wrinkle cream and other dermatologic products. In 
July of that year, police had discovered the body of Medicis 
CEO Jonah Schacknai’s girlfriend at his home in Southern 
California. (Her death was later ruled a suicide.) The compa- 
ny’s stock tumbled. Two months later, Valeant announced 
it had struck a $2.6 billion deal to buy Medicis. 

Before the acquisition closed, Pearson visited Medicis’s 

I headquarters. 

According 
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told members of the R&D team to give him the odds on the 
success of its projects in the pipeline, and he canceled any- 
thing below a certain threshold. (A Valeant spokeswoman 
disputes this account, saying that Pearson leaves such deci- 
sions to a group of scientists who make their recommen- 
dations using secret ballots.) Valeant ended up dismissing 
750 of Medicis’s 790 full-time employees, according to a July 
U.S. Senate subcommittee report on companies that have 
done tax inversions, such as Valeant. Employees whose 
jobs were being terminated received their notifications 
in black envelopes. A former Valeant employee says the 
company didn’t intend to be so funereal while conducting 
its layoffs-he says the envelopes were the only ones avail- 
able in large quantities at Staples. 

The following year, Valeant said it would pay $8.7 billion to 
acquire Bausch & Lomb, a company based in Rochester, N.Y., 
that was known for making contact lenses. By now, Pearson’s 
penchant for downsizing was familiar to the industry, and 
people at the company were terrified. Three former Bausch 
& Lomb executives say Pearson visited Rochester and 
pressed the company’s scientists to give him the odds 








on whether their projects would bear fruit. One says Pearson 
canceled anything with a projected success ratio below 
70 percent. (The company spokeswoman disputes this as 
well.) In the end, according to the Senate report, Valeant 
got rid of 1,125 of Bausch & Lomb’s 4,103 employees in the 
U.S. There were no black envelopes this time. 

By now, Pearson was wealthy, but he didn’t pamper 
himself. He didn’t have a fancy office; he still often worked 
in the old YMCA near his home. He ate overstuffed sand- 
wiches for lunch, while his colleagues nibbled on salads. 
A former Valeant executive says Pearson couldn’t climb 
the stairs in the company’s primary American office in 
Bridgewater, N.J., without gasping for breath. Yet Pearson 
continued to work long hours. Former employees say he 
had his fingers in everything, from operations to making 
decisions about the salaries of individual employees. Not 
surprisingly, some of them worried about his health. 

In January 2014, Pearson said he had set what he 
described as “an aspirational target” for Valeant to become 
one of the top five pharmaceutical companies within two 
years. That would require even more ambitious acquisi- 
tions. Soon after, he met with Ackman, Pershing Square’s 
founder, to talk about teaming up on deals. “They men- 
tioned like 10 or 12 different companies,” Ackman would 
later say in a deposition. On April 22, 2014, Pearson and 
Ackman announced they were making a $46 billion hostile 
bid for Allergan, the Irvine, Calif., company that makes 
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Botox. The two men unveiled their plan to investors during 
a flashy presentation in Manhattan. “For our shareholders 
that are here today, I want to reassure you that Valeant still 
worries about every penny,” Pearson said. “This whole pro- 
duction is all being paid for by Bill Ackman.” 

Ackman compared Pearson to Buffett and told a funny 
story about what happened when he asked for a burrito from 
Chipotle for lunch during a visit to Valeant’s office. “Mike’s 
assistant very nicely got me one, and then Mike walked into 
the conference room and asked me for 20 bucks,” Ackman 
said. “True story. I’m not sure I got the change.” 

It turned out that in the weeks leading up to the 
announcement, Ackman had been quietly purchasing 
Allergan stock. He now owned 9-7 percent of the shares, 
making him Allergan’s largest investor. It’s unusual for an 
activist investor to buy a stake in a target company and 
then join forces with another company in a hostile take- 
over bid. It didn’t seem to bother either Pearson or Ackman, 
but it bothered others. Two large public employee pension 
funds subsequently accused Pershing Square and Valeant 
of engaging in insider trading in an ongoing lawsuit. The 
companies deny the allegations. 

Allergan CEO David Pyott fought back, raising ques- 
tions about Valeant’s business model. Allergan argued 
that Valeant’s growth was largely coming from what it 
described as “unsustainable price increases” rather than 
sales volume. The company also castigated Valeant for 
slashing its R&D spending and relying on its foreign tax 
status to do deals. 

In the end, Pyott had to adopt some of Pearson’s 
methods, cutting 1,500 employees, which helped push 
Allergan’s stock price up, making it harder for Valeant 
to acquire the company. In November 2014, Pyott sold 
Allergan to Actavis, a drugmaker headquartered in tax- 
friendly Ireland, which offered $219 a share-$l 9 more 
than Valeant’s final bid. Actavis was able to offer more in 
part because of its domicile in Ireland, where the corpo- 
rate tax rate is 12.5 percent. A former Valeant executive 
says he and other managers feared Valeant’s stock price 
would tumble when the news was announced because 
it had been counting on the Allergan acquisition to fuel 
growth. Investors showed they still believed in Pearson, 
however, and Valeant’s shares continued to rise. 

Other pharmaceutical companies were watching Valeant 
closely and copying Pearson’s approach. Companies such 
as Endo Pharmaceuticals and Mallinclcrodt Pharmaceuticals 
were investing less in R&D and focusing more on takeovers. 
In 2013, Endo hired Rajiv De Silva, Valeant’s former pres- 
ident, to be its CEO. Allergan had criticized Valeant for 
raising the prices of its drugs, but other pharmaceuticals 
were doing the same thing. As long as Valeant’s stock price 
continued to soar, it seemed to make no difference. 

In June 2014, Duke President Richard Brodhead 
announced that the school had received an “extraordinary” 
gift of $30 million from Pearson and his wife. Brodhead said 
the donation wouldn’t be used to construct a building or 
endow a professorship, but to “reimagine how training in 
the sciences, technology, engineering, and math can be inte- 
grated with, and enriched by, the liberal arts curriculum.” 

What the university didn’t mention-if it knew-was 
that Pearson was making this gift with borrowed money. 
Two months earlier, Pearson had pledged 2 million of 
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fj his Valeant shares as collateral for a loan from Goldman 
| Sachs. At the time, it seemed like a riskless decision for 
the investment bank. 

In March 2015 he negotiated the $11 billion purchase of 
Salix Pharmaceuticals, a Durham, N.C., maker of diarrhea 
and irritable bowel syndrome treatments. It was his biggest 
deal yet, and Pearson promised to eliminate $500 million 
in costs in the integration of Salix and Valeant. According 
to the Senate report, Valeant planned to fire 420 of Salix’s 
977 full-time U.S. employees. 

Soon after, Pearson was swept up in the storm created 
by Turing Pharmaceuticals, a small privately held company 
run at the time by Martin Shkreli, a former hedge fund 
manager-turned-pharma company executive. Turing had 
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less expensive generics. Philidor denies any wrongdoing. 

On Oct. 21, short-seller Andrew Left, who runs Citron 
Research, published a report alleging that Valeant had 
used Philidor to book “phantom revenues” and compared 
it to Enron. It turned out that Left didn’t have much proof. 
But it didn’t matter. Investors didn’t want any more sur- 
prises from Valeant. 

Later that month, Pearson said Valeant was terminat- 
ing its relationship with Philidor. A few days later, Goldman 
Sachs sold almost 1.3 million of the shares Pearson had 
pledged to secure the $30 million contribution to Duke. His 
shares were still worth more than the debt they secured, but 
apparently Goldman Sachs didn’t want to take any chances. 

Pearson continued working long days, flying around the 
country in search of deals, meeting doctors whom he needed 
to keep prescribing Valeant products, and trying to figure 
out how to handle the political fallout from price increases. 

But the stress was clearly getting to him. In late 
December, Valeant said Pearson had severe pneumonia 
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bought an old antiparasitic drug and raised the price from 
$13.50 a pill to $750 overnight, catching the attention of 
Democratic presidential candidate Hillary Clinton. She 
, . vowed to set a minimum R&D spending requirement for 
„ drugmakers. Shkreli, an active Twitter user, 
instantly became one of the most loathed _ 

figures on Wall Street and in the pharmaceu- 
tical industry, a multimedia celebrity villain. I ■ 
None of it was good for Valeant. If the company I 
couldn’t operate with its traditional bare-bones 
research budget, its business model would unravel. 

In late September, 18 Democratic representatives asked 
the House Oversight and Government Reform Committee 
to subpoena Valeant for documents related to price hikes. 
“Valeant is using precisely the same business model as 
Martin Shkreli,” the Democrats wrote. Ultimately, Valeant 
turned over 75,000 pages of documents showing it had 
increased the price of more than 22 “U.S. Prescription 
Products” by more than 200 percent from 2014 to 2015. 

A few days after House Democrats requested the sub- 
poenas, news broke about Valeant’s relationship with a mail- 
order pharmacy company called Philidor. Such companies 
typically manage tricky medications that retail pharmacies 
like Walgreens or CVS can’t handle, such as treatments that 
need cold storage or must be titrated according to a patient’s 
weight. But Valeant was using Philidor to sell acne and foot- 
fungus medications. Former Philidor employees say the 
company engaged in various questionable tactics, including 
submitting multiple pharmacy identification codes to insur- 
ers. They also say Philidor changed some doctor prescrip- 
tion codes so it would appear that physicians or patients 
had requested Valeant’s brand-name drugs rather than 
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and that he would be taking a medical leave. The company 
declined to say any more, out of respect for his family. 

An eerie silence seemed to engulf Valeant. The 
company said little. Reaching people for interviews was 
difficult even by the normally challenging standards of 
reporting on companies in trouble. Some people won- 
dered if Pearson’s sudden departure was a way for him 
to make a graceful exit. Others questioned whether the 
company could survive without him. Pearson had been 
, ‘ j involved in everything at Valeant. The man and the busi- 
ness were one. How could anybody replace him? 

The Valeant board, so far, hasn’t been able to answer 
that question, so Pearson returns. But the company and 
the landscape have changed. Valeant’s share price has 
plummeted to almost $60. Its debt may be downgraded. 
Clinton has gone after the company’s “predatory pricing” 
in a campaign ad, promising: “We’re going to make sure 
this is stopped.” This kind of pressure may make it impos- 
sible to raise drug prices anymore, at least not at the rate 
he once used to supercharge Valeant’s earnings. Pearson 
is now in the strange position of having to reinvent a 
company he reinvented. O 
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On a flight from Ireland to New York in June 2004 , Britney 
Spears proposed to Kevin Federline, a backup dancer she’d 
been dating for about three months. “We were a couple hours 
into the flight and we’d been talking the whole time, stuff about 
life, wanting to have kids,” Spears told People magazine shortly 
afterward. “All of a sudden, I said, ‘What if you want to get 
married?’ ” She was 22 at the time, had sold 27 million albums, 
and had about $30 million, according to Rolling Stone. She had 
also been married before. Six months earlier, Spears had spent 
55 hours wed to a childhood friend after making a 5:30 a.m. visit 
to a drive-thru chapel in Las Vegas. When Spears’s manage- 
ment team heard about her engagement to Federline, they set 
her up with a wedding planner, a jeweler-and Laura Wasser. 

Wasser, 47, is a partner at the Los Angeles family law firm 
Wasser, Cooperman & Mandles, which was started by her 
father, Dennis Wasser, in 1976, and specializes in helping 
multimillionaires, athletes, and celebrities get married or 
divorced. Laura has a big smile and thick brown hair that falls 
halfway down her back. She’s petite but strong and looks like 
someone who might have been an aerobics instructor- which 
she was for a while, at a Crunch gym, during college. 

Wasser’s client list includes Angelina Jolie (when she filed to 
divorce Billy Bob Thornton), Denise Richards (Charlie Sheen), 
Nick Lachey (Jessica Simpson), Stevie Wonder (twice, actually), 
Maria Shriver (Arnold Schwarzenegger), and at least three 
Kardashians. She charges $850 an hour, requires a $25,000 
retainer, and rarely represents people who have less than 
$10 million. She’s one of the top lawyers in what, when you 
include custody battles and paternity testing, has turned family 
law into what research firm IBISWorld calls an $11 billion busi- 
ness and one of the most lucrative areas of law. 

“There’s a mythology of Laura Wasser in Hollywood,” says 
Brian Grazer, the co-founder of Imagine Entertainment, who 
hired her for his 2006 divorce from Gigi Levangie Grazer, and 
who still calls her from time to time for advice. “She has a rep- 
utation for being tough.” The celebrity tabloid website TMZ, 
which sometimes follows her around to see which clients she’s 
meeting with, has nicknamed her the Disso Queen. 

Spears’s team wanted to introduce Britney to the comforts 
of the prenuptial contract. Wasser says she gets phone calls like 
that all the time: “A lot of times what will happen, particularly 
with young women, is they don’t want a prenup. They’re in 
love. This is fantasy time-‘We’re never going to get divorced, 
and I don’t want anybody, certainly not some old guy in a suit, 
telling me how it’s going to work out.’ So they bring me in. We 
have the conversation.” 

Wasser talked with Spears on the phone and laid out for her 
the financial consequences of marriage: California, unlike most 
states, treats anything acquired during a marriage as commu- 
nity property, which means that everything a couple has earned 
will be divided evenly if they split. “In New York it’s different, it’s 
an equitable distribution. Here you can sit on the couch and eat 
bonbons while your husband’s at work, and you’ll still get half 
of everything,” Wasser says. And if you’re an actor or musician 
who earns royalties, those future payments are half of someone 
else’s, too. “I mean, love, honor, and obey-OK, fine, whatever,” 
Wasser says. “But the point is the minute you get married in the 
state of California, every dollar you earn, every page of that novel 
you write, every painting you paint is communal property. It’s 
half-owned by your spouse.” That is, unless you have a prenup- 
tial agreement that says otherwise. 

Spears hired Wasser to negotiate her prenup, then married 
Federline in September 2004. Two years later, when she filed 
for divorce, she hired Wasser again. Wasser represented her 




for a year but left the case in September 2007, during the cou- 
ple’s acrimonious custody battle for their sons and a very 
public breakdown by Spears. Wasser won’t say what led to 
her departure; she still represents Spears’s father, Jamie, who 
remains the pop star’s legal conservator. “It was an ugly split- 
up,” is all she’ll say. “We got out of that case.” 

Since Spears’s divorce, the speed with which scandals 
spread has only increased, making Wasser, who’s as expert 
at navigating paparazzi as she is practicing law, Hollywood’s 
complete divorce solution. Divorce is just as heartbreaking 
for those with their own Walk of Fame star as it is for those 
without one. But when you’re famous, the demise of your 
relationship can also affect your reputation-and career. 

For decades, the offices of Wasser, Cooperman & Mandles were 
on the 12th floor of the Century Plaza Towers, a pair of mono- 
lithic highrises in Los Angeles. Attorneys worked in the same 
bland beige suite that Dennis Wasser moved into when he 
founded the firm. Last month, Laura persuaded her father to 
move to a larger, brighter space elsewhere in the towers. “She 
wanted to move us to West Hollywood and really hip it up,” 
Dennis says. “We compromised.” Laura has also redecorated: 
Her office is clean and modern, with a fur rug and a gold hand 
grenade for a coffee-table centerpiece. When clients visit, they 
sit in one of two bright green leather chairs that face her glass- 
top desk. A box of tissues sits nearby, while behind hangs a 
framed canvas printed with the ominous words, “The End.” 

The Wasser firm has always drawn clients from the 
entertainment industry. “I started my career representing 
entertainment lawyers in their divorces, who then referred 
their clients,” Dennis says. At 73, he still works there, handling a 
small number of high-profile cases for $950 an hour. In 1981 he 
represented Billie Jean King in her so-called palimony case, in 
which a former girlfriend claimed she was entitled to alimony 
even though King was still married at the time to her husband. 
The lawsuit forced King to come out as a lesbian. “That put us 
on the front page of every newspaper in the world,” Dennis 
says. He won. 

Laura joined the firm in 1995. She was 26, just out of Loyola 
Law School and in the process of getting her own divorce after 
one year of marriage to “a guy from Spain,” as she now puts 
it (they didn’t have children). She’d been working at a dis- 
ability-rights law firm- “fighting for handrails in public bath- 
rooms, that sort of thing”-when, newly single, she decided 
to pursue a legal career that paid better. She was mentored 
by her father’s late partner, David Rosenson. “He was much 
tougher on Laura than the rest of us,” says Melanie Mandles, 
another partner. “He would feel the hood of her car to see 
when she got to work.” 

For a while, Wasser worked on low-profile cases. Then in 2001 
she teamed up with Johnnie Cochran to represent Stevie Wonder 
in a $30 million palimony suit filed by a former live-in girlfriend. 
(The case was decided through mediation.) “I don’t think Stevie 
Wonder would make a move without talking to Laura,” says 
Dennis. From there, the door to Hollywood swung open. 

Wasser turned out to be adept at cultivating celebrity clients, 
a talent she attributes to her ability to speak their language. She’s 
funny, stylish, and able to talk about restaurants and movies as 
easily as she does court cases. “I also text a lot, which is good 
for a lot of my younger clients, especially the athletes,” she says. 
“Athletes are big texters, for some reason.” 

“It helps that she looks fabulous, which unfortunately 
is required of women in Hollywood,” says Rob Shuter, a 
former publicist for Jennifer Lopez who’s now a VH1 host. 


Appearances and emojis 
aside, Wasser’s greatest 
skill as a lawyer is negoti- 
ating. “You can call Laura 
and say, T’m so angry, 
blah blah blah blah,’ but 
Laura does not operate 
in that space,” Grazer 
says. “She will be calm 
and logical, and she’ll tell 
you to think about what 
you’re saying.” 

She’s also unflinchingly 
blunt. One of Wasser’s 
wealthiest clients likes to 
complain that when she 
has custody of her two 
kids on the weekend, it’s 
too much work. “I’m like, 

‘That sounds like every 
weekend to me,’ ” Wasser 
says. “ ‘Also, you have no 
job.’ ” She once talked 
another client out of ini- 
tiating a custody battle 
because her ex-husband 
fed a hamburger to their 
vegan child. “Vegans, 
man”-Wasser rolls her 
eyes. “I’m sorry, but no 
judge is going to take away 
custody because you gave 
the kid In-N-Out.” This 
frankness makes her well 
suited for big-name clients with an incentive to hash out a deal 
and avoid a public spectacle. “You go with Dennis if you want 
to go to trial,” says Stacy Phillips, a family law attorney who 
works in the same office building as the Wassers. “You go with 
Laura to get a deal done.” 

Not everyone wants a deal, of course. Or at least not one that 
costs $850 an hour. Alec Baldwin briefly hired Dennis during his 
2002 divorce from Kim Basinger, but fired him after a few months. 
“The Wassers thought I was someone like Tom Cruise, where I was 
so successful and so wealthy that their legal fees didn’t matter,” 
Baldwin says. “Well, I’m not Tom Cruise. I don’t have his money.” 

Wonder may have been Wasser’s first big celebrity client. But 
it was Spears’s case that taught her how high-profile a breakup 
could really be. “I think there was a change happening at that 
time,” Wasser says. Gossip magazines were giving way to 24/7, 
paparazzi-fueled news sites. “There wasn’t social media the way 
there is now, but there was TMZ, Radar, Perez Hilton. It was so 
publicized. The counsel for Kevin Federline was very intent on 
making sure the case got played out to the press. Much more 
intent than Mr. Federline was, really.” 

In California anyone can read-and photocopy-a couple’s 
divorce records and accompanying financial information. “You 
have to physically go there and can’t leave the courthouse with 
it, but you can look up pretty much anything,” Wasser says. She 
and several other divorce attorneys outside her firm claim that 
the county clerk’s office at Los Angeles Superior Court tips off 
tabloids when a famous name shows up on a filing. (Mary Hearn, 
a spokeswoman for the court, says it has “no such knowledge” 
of employees working as informants for TMZ.) “We’ve tried 
several times to influence the courts to seal filings, keep things 



confidential, but we’ve not been successful,” Dennis says. 

The best time to file a divorce petition used to be Friday 
afternoon, she says, because news outlets weren’t paying close 
attention. Now her only reprieve comes right before a holiday 
weekend. She files in branch offices when she can (“Santa 
Barbara is great”), because, she says, their clerks leak fewer 
documents. She urges clients to tell their spouse that they’re 
filing for divorce so they don’t find out about it from the news. 
“The turnaround is so fast,” Wasser says. “I have to tell my 
clients, ‘OK, the courier is filing it today. OK, he’s in line to file. 
OK, it’s filed. It will be on TMZ within an hour.’ ” 

When Wasser has several clients she knows will wind up on 
the cover of Us Weekly no matter what she does, she submits 
their cases together, so media attention will be diluted. “I’ll 
tell my clients, ‘I have someone else, I can’t say who, but you 
should really wait and file at the same time,”’ she says. “Why 
all the celebrity divorces lately?” USA Today asked in August, 
pointing to the timing of Gwen Stefani’s breakup with Gavin 
Rossdale and Jennifer Garner’s split from Ben Affleck. Stefani 
and Garner are both Wasser’s clients. 

Wasser is so tight-lipped about her clients that sometimes 
the other partners at her firm have no idea whom she’s working 
for until their divorces show up in the news. Tabloid headlines 
“are how I find out about some of Laura’s divorces,” says her 
father, sitting opposite his daughter in her office. 

Laura smiles. “Then sometimes you say, ‘Who is that?’ ” 
“Especially the people in the rock bands,” he says. “I don’t 
know those people.” 

Wasser urges many clients to negotiate an agreement before 
filing official documents. “I think we worked on it a good year- 
no, a year and a half-before it came out on TMZ,” says Melanie 
Griffith, who hired Wasser when she divorced Antonio Banderas 
in 2014. “And when we did file it, there were some personal 

things that were agreed 
upon by Antonio and 
myself that we had 
removed from the offi- 
cial papers so they 
wouldn’t get out.” 

A lot of Wasser’s 
clients hire a private 
judge to decide their 
case outside the public 
court system. The couple 
and their attorneys meet 
somewhere-Wasser 
prefers to host at her 
office-and have their 
case adjudicated as it 
would be in a courtroom. 
The practice is similar 
to arbitration, although 
the decisions ultimately 
become public and can 
be appealed. The main 
benefit is that no one 
knows about the details 
of the split except the 
two people going 
through it. “In a normal 
divorce case, the press 
and the public can sit in 
on judicial proceedings,” 
says Melissa Murray, a 
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family law professor at the University of California at Berkeley. 
“With private judges, since it’s not revealed when and where it’s 
going to happen, they never do.” A good judge can cost as much 
as $1,000 an hour, although that’s often less than the legal fees 
accrued in a drawn-out trial. 

This rent-a-judge system has had a ripple effect on 
California’s courts. Because family law judges can now make 
more money in private practice, they tend to retire from the 
public court system earlier, leaving newer, less experienced 
judges to fill their robes. Couples without the means to hire 
their own judge are left with lower-quality ones. “You used 
to be able to get to know a judge and guess which way he or 
she was likely to rule on your case,” says Bruce Cooperman, 
another partner at the Wasser firm. “Now judges rotate through 
the system more quickly. We find ourselves trying cases in front 
of judges who don’t know family law as well, which means we 
sometimes have no idea how a case is going to go.” 

The high season for divorce attorneys is January and February, 
when the holidays are over and people can finally stop 
pretending to be happy. 

“What does her immigration attorney say?” Wasser says 
into her cell phone. It’s a Monday in January, and she’s arguing 
with an attorney about a fashion model’s prenup. “I don’t 
understand. ... Is she trying to become a citizen? My only concern 
is, why waste the money? Why throw it away? . . . OK, OK. . . . I’m 
happy to indulge it, but I want to talk to the immigration judge.” 
Wasser is working on about 45 cases now, many of them 
divorces. Several will be filed in March, after the Oscars; her 
clients don’t want to walk the red carpet alone. She’s halfway 
through a tuna salad when Samantha Klein, one of the younger 
partners at the firm, opens the door to ask Wasser to look over 
an e-mail before she sends it to a client. Then Wasser gets a 
call from her child’s school. One of her two sons has a report 
due today, but he’s forgotten his iPad at home. She calls his 
father to see if he can help out. In the afternoon, Dennis Wasser 
drops by to talk about a former NBA player who just came in 
for a preliminary consultation and the European royal who 
needs help with an eighth divorce. 

“Eight?” Laura says. “Why do you get married eight times?” 
“It’s serial monogamy,” her father says. 

“It’s a fairy tale. And it’s astounding how often the new wife 
looks a lot like the old wife did when they first got married.” 
“People go back for the same thing.” 

Laura nods. “Just a newer model.” 

Later, alone in her office, she says, “I don’t want you to 
think I’m anti-love, because I’m not.” She still believes that 
most couples, if they approach their problems honestly and 
with respect, will probably get through them. “I know plenty 
of people with wonderful, lifelong marriages,” she says. That’s 
why she attends past clients’ weddings. She often advises 
friends considering divorce to work things out. But at the same 
time-well, just the other day, she says, she got a call from a 
woman married for 19 years, who just found notes in her hus- 
band’s office detailing plans for divorce. “I was like, ‘Maybe 
he’s writing a book?’ And she’s like, ‘No. He’s an investment 
banker.’ So she’s coming in to talk.” 

Wasser never remarried. Instead, she prefers long-term, 
live-in boyfriends. She’s no longer with either of her sons’ 
fathers, with whom she shares verbal custody agreements that 
she’s never felt the need to put on paper. “Is it a little bit of 
the cobbler’s son not wearing shoes? Maybe,” she says. “But 
I don’t want to get married. I don’t like the idea of entering 
into that contract.” O 
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Go-to song: 
I Believe 
I Can Fly 
by R. Kelly 


Diane Sanabria 
Go-to song: 
Faithfully by 
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Five karaoke bars 
where they’re playin’ your song 
By Sierra Tishgart 


Here and 
previous page: 
Brooklyn’s 


Leo Chan 
Go-to song: 
Interstate Love 
Song by Stone 
Temple Pilots 


Wonkpla 
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\ araoke is one thing. Karaoke with colleagues? It lets them see that you’re not 
J (\ x. just an office drone-that you’re someone who can express yourself in all 

' ^ ' your true, Cyndi Lauper-loving colors. But you do risk embarrassment 

serious enough to ask for a transfer to another city afterward. That’s why we’ve put together 
this guide to where, what, and how to sing with the people you sit next to in the office. 


SING 

Don’t Stop Believin’ by 
Regulate by Warren y. 
Come on Eileen by Dex 


□yjourney 

□^featuring Nate Dogg 
exys Midnight Runners 
TBy Queen 


GgJM 

(Boht 


ohemian Rhapsody 


NEVER SING 

Barbie Girl by Aqua 

List by: Various servers 


Lauper 


DENVER 


Punch Bowl Social 

Start ing at $25/hour; punchbowlsocial.com 
c hain has outposts in A ustin, 
nc£ Detroit, and Porttend^Qre., but 
Denver is home to the original. The 
includes fun-and-fancy dishes like deviled 
with bacon jam and nachos topped with roasted 
cauliflower. If you tire of singing-as if, right?- 
there’s also bowling, marbles, and pingpong. 




SING 

50 Ways to Leave Your Lover by Paul Simon 
Starman by David Bowie 


We Belong by Pat Benatar 
Detroit City by Bobby Bare 


NEVER SING 

Tubthumping by Chumbawamba 


List by: Sohui Kim and Ben Schneider, owners 


SING 

Caroline by Neil Diamond 
Bufrv Go* by Sir Mix-A-Lot 
Girls Just Ifflnl to Ha it Fun by Cyndi Lauper 
Gin and Juke by Snoop Dogg 


Starting at $6o/hour ; msabrooklyn.com 
Brooklyn’s industrial-hip Gowanus neighbor- 
hood isn’t the first place in the city you’d go to 
^ find Korean barbecue and karaoke. But at 
Jnsa you can feast on bibimbap and local 
craft soju, then make your way to a private 
V space-each holds as many as to seated 
\ guests, and one even handles 22. 


AUSTIN 


The Highball 

Starting at $35/hour ; thehighball.com 
The bar’s seven rooms are elaborately decorated- 
motifs include “Joysticks” (a Nintendo-inspired 
wonderland), the “Fifth Dimension” (outer _*• 
space), and “Midnight Manor” (a hauntedjjetise). 
Each comes with a “magic voice synthesizer” that 
will make even your most tone-de^co-worker 
sound like a superstar. > 


NEW YORK 

Insa 


NEVER SING 

My Heart Will Go On by Celine Dion 


List by: Jodi Collier, director of marketing 






NEXT 
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Sapporo isn’t the only 
beer that can give you 
liquid courage 
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Etch these in stone, put them next to the water cooler, 
and remind the interns. By Sam Grobart 


Brooklyn 
Sorachl flee 

This one has an herbal 
aroma similar to its 
Japanese cousin (Sapporo 
developed the hops) 
but 50 percent more 
alcohol by volume. 

Keep that in mind if you 
get to the party late 
and feel the need to 
play catch-up. 



$ 
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Koshihikari 

Ectiigo 

A fellow Japanese 
import, this craft 
beer is cleaner and 
smoother than 
Sapporo. Bonus: 
Brewed with rice, it’s 
naturally gluten-free. 


O It’s hard to get totally sober 
people to start singing. Spring 
your karaoke idea on co- 
workers after they’ve had a 
couple of drinks at the regular 
after-work local. They’ll be 
hogging the mic within the hour. 

© Karaoke may seem like 
it’s about the person whose 
song is up, but it’s really just 
a big singalong. Get things 
started right by picking a 
crowd pleaser like We Built 
This City by Starship, Freedom! 

’ 90 by George Michael, 

Waterfalls by TLC, or Ignition 
(Remix) by R. Kelly. 

© If you’re the boss, you can 
come to karaoke, but you 

have to leave after the first 
30 minutes or if it looks 
like someone plans to 
stumble through I Touch 

Myself by the Divinyls- 
whichever comes first. 


Uictory Helles 
Lager 

Downingtown, Pa. -based 
Victory has been making 
this classic. German- 
style lager since the late 
’90s but only released 
it nationally last year. 
Crisp and subtly effer- 
vescent, it’s just as thirst- 
quenching as Sapporo 
with none of the metallic 
aftertaste. 



O I Touch Myself is a 
bold move. 

© Given that office karaoke is, 
effectively, a team-building exer- 
cise (see No. 2), check your 
esoteric personal favorites at 
the door. No one wants to hear 
that deep cut from the Smashing 
Pumpkins; everyone wants to 
hear We Don’t Have to Take Our 
Clothes Ojf by Jermaine Stewart. 

© Pick songs that speak to 
every generation, because 


an office crowd is usually 
more diverse by age than 
your group of friends. Young 
folks, remember, the senior gang 
may not share your affection for 
Ciara; old-timers, go easy on the 
Gordon Lightfoot, OK? 

Q Nervous about belting one 
out in front of co-workers? 
Don’t worry-certain artists 
are failproof. You can speak 
your way through anything 
by Lou Reed. The Smiths 
lead singer Morrissey slides 
from note to note so much, 
you never actually have to 
land anywhere. 

© Before you started your 
job, were you a trained 
chanteuse? Were you the star 
of every high school musical? 
Keep your Equity card 
(and the cast album of Cats ) 
to yourself. Just like in the 
office, it’s better to work well 
with others and not take your- 
self too seriously. 

© Keep that corporate 
card close by. Those pitchers 
of Sapporo add up faster than 
you think. 

© Discretion is the better 
part of valor on the day 
after karaoke. No need to 
relive the previous night 
when you get to the office. 

Just meet eyes with your 
fellow singers and exchange 
a knowing nod. 



Both apps, which identify 
songs by “listening” to them 
through your phone’s mic, 
have extensive databases. 
Just hit the “lyrics” button 
after either app has ID’d 
what’s playing, and boom: 
instant cheat sheet. 


Sing! Karaoke 

Free, with in-app 
song purchases 

Perfect pitch isn’t really the 
goal; it doesn’t matter if you’re 
one or seven octaves off. But 
Sing! Karaoke offers visual cues 
to help you get back on key if you 
stray. You can also record video 
of your performance and upload 
it to a karaoke social network. 


Karaoke Party 

Free, with in-app 
song purchases 

Party at your place: This 
works with Apple TV, Google 
Chromecast, or Amazon Fire 
to turn your TV into a karaoke 
machine. You sing into your 
phone -which, c’mon, you do 
anyway-and the sound comes 
out of your television’s speakers. 



LOS ANGELES 

The Line Hotel’s Break Room 86 

Bottle minimum starts at $350; thelinehotel.com 
This ’8os-themed bar underneath the popular 
Koreatown hotel boasts four private rooms, 
one of which you enter through a tricked?cfut 
telephone booth, plus a working AtarMnd 
throwback snacks like Bagel Bites ami Twinkies. 
On Tuesdays, there’s live-band ^raoke featuring 
’80s hits exclusively. 

SING 

Ace of Spades by Motorl^ad 
urple Rain by Princej 

t You (Forget Abdut Me) by Simple Minds 
in America by lum Wilde 



NEVER SING 

Bohemian Rhapsody 1 


Queen 


MIAMI 


This bar holds karaoke night only once a mont 
but it’s legendary, thanks to its hostess, DJ Oly. 
Her events are often themed-David Bowie, for 
example-and she calls the party “karaoke for 
music nerds.” Ms. Cheezious, which sells Frito 
Pies, is one of the food trucks parked out front, 
should you need to refuel between sets. 

SING 

We So Horny by 2 Live Crew 
Lift on Mors? by David Bowk 1 

Trouble by Lindsey Buckingham ' 

Sway by Rosemary Clooney 


List by: Ian Ford, general manager 


NEVER SING 

What’s Up by 4 Non Blondes 

List by: DJ Oly 


Clooney 


A CASE FOR 
RHAPSODIZING 

In the words of one pro: “Go for it” 

N Marc Martel, who performs as Freddie 
Mercury in Queen’s sanctioned cover band, 
the Queen Extravaganza, advises getting 
everyone involved in the middle third- 
the choral part that begins with “I see a little 
silhouette” and ends with “for meeeeee.” 
“It’s ridiculous to try to sing that by your- 
self,” he says, adding that you shouldn’t 
even try to hit the “for meeeeee” 

(we think it’s a falsetto B flat in the sixth 
octave) that was originally sung by Queen’s 
drummer, Roger Taylor. “Pick another note 
if you know anything about harmony.” 
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Made with soy sauce, fresh 
lime, mirin, rice vinegar, and 
a pinch of sugar. Its acidity 
cuts the fattiness of the fish. 


Hawaiian poke is 
hitting the mainland 
By Maridel Reyes 


A traditional topper, 
the greens add color 
and a pleasant tang. 


Slightly sweeter and 
• with less heat than 
mature ginger, it’s 
grated directly into the 
bowl to add freshness. 


Sourced from Peru, 
the fruit is cut into 
small cubes so diners 
can get fish and fruit 
in one bite. 


White seeds taste floral; 

black seeds have art 
assertively nutty flavor. 


“In Hawaii, poke (pronounced 
poh-KAY) is a snack. It’s a casual 
dish,” says Seth Cohen, co-owner 
of Sweetfin Poke in Santa Monica, 
Calif. His more meal-like 
version begins with pole-caught 
South Pacific fish. 


The granules are 
slightly coarser than 
table salt, adding 
texture. 


Also called jade rice, the 
grain has a greenish tint 
that comes from adding 
chlorophyll-packed bamboo 
juice in the milling process. 
It gives the rice a jasmine-tea 
flavor and a fiber boost. 


Crushed or chopped, 
the rich, savory Hawaiian 
nut adds crunch. 


Hula Girl Bar & Grill 

Arlington, Va. 

* * ■ 
Oahu native Mikala Brennan* 
converted her popular Hawaiian 
food truck into ‘a Restaurant in 
2015. She serves three types of 
poke— ahi, grilled octopus, and 
salmon— as starters. 


Four more poke spots 
to lure you in 


Sons of Thunder 

* * # i * 

Big & Littfe’s 

Poke to the Max 

New York. 

- -i 

Chicago - 

. , Seattle ■ 

* ■*“ /- * , * , 

Opened in October by 

The local chainlet’s new^ . 

Chef Sam Choy’s food truck ' 

brothers VoRn Queens 

- Wicker Park location r 

serves poke with greens, 

vyith Hawaiian rocfts, the 

offers two types of- poke 

rice, or in a wrap with 

restaurant pilps itsrfish 

tacos— one with * 

slaw. It bucks tradition, but 

on top bf a l^ed of_gre'ens 

* ahi tuna*and the other 

squeamish customers may 

and rice. ' . 

with steamed blue cr&b. 

request their fish cooked. 
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Survey 


“In my first try at launching a children’s hair-care collection, I wanted to 
use sophisticated packaging to appeal to moms-a total departure from 
other kids’ lines. Against everyone’s better judgment, I was dead set on 
clear bottles. It was impossible to read text on them, and the media 
couldn’t photograph them. It was a visual nightmare. We had to repackage 
the collection, which cost $75,000, took 11 months, and led to 
lost sales. Ten years later, our products are sold at 
national retailers and look great.” 

Cozy Friedman 

Creator ■, SoCozy kids’ hair care 


“When I was leading 
Mother, my advertising 
agency, I found myself in 
the conference room of 
the largest fragrance 
company in the world, 
where the walls were lined 
with celebrity fragrances: 
J.Lo, David Beckham, 
Shania Twain, Halle Berry. 
It struck me as funny, so I 
opened our meeting 
jokingly suggesting that 
they consider launching a 
Paul Giamatti fragrance. 
No one laughed. Never 
underestimate how 
seriously people take their 
industry. And no, we did 
not get the business.” 


Andrew Deitchman 

Co-founder and former CEO, Mother 
New York ; co founder, the New Stand 



ThalWasa 
Bad Idea 

What’s the worst 
business decision you 
ever made? 

By Arianne Cohen 




& 

“After months of 
interviewing for my 
dream job at a consulting 
firm, I was about to 
accept the offer and 
move cities. Only then 
did I discover that the 
position required 
80-hour workweeks, 
100 percent on the 
road. I could have saved 
half a year of time and 
energy by simply asking 
upfront about a typical 
day on the job.” 

Sarah Kauss 

Chief executive officer and 
founder, S’well water bottles 


“When I created 
9Round, I found myself 
blinded by dollar signs and 
signed agreements with 
anyone. Many franchisees didn’t 
fit our brand. They lacked 
the energy to inspire customers; 
their subpar attitudes 
drained the franchise. Now 
I choose charismatic 
partners who think about 
the brand long-term.” 


Shannon 
‘The Cannon” Hudson 

Co founder and CEO, 
9Round kickboxing gyms 


“In 1995 the ‘it’ children’s game was Pogs, and I wanted to capitalize. 

I saw a scorpion paperweight and had an aha moment: What if I made a 
playing disc, called a slammer, with a preserved scorpion inside? 

I got my hands on 100 scorpions, developed the product in my garage, 
and brought it to a trade show. A distributor asked if I could make 
200,000 more for him. I did and then used the profit from that to order 
500,000 more scorpions. Then the Pogs craze crashed, and I had 
$150,000 tied up in scorpions. Crazes have short shelf lives.” 

Carlton Calvin 

Founder and president. Razor USA 
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Note floor lamp with 
table by Blu Dot 

$599; bludot.com 

The built-in side table is perfect for 
a wallet and keys or today’s 
newspaper and the stiff drink you’ll 


Seven lights that pull double duty. By Monica Khemsurov 


Cup lamp 
by Paul Loebach 
for Umbra Shift 

$180; umbrashift.com 

It has a dimming knob and 
a USB port, but let’s 
be honest: That pencil cup is 
what’s most exciting here. 


Piani lamp by 
Ronan & Erwan 
Bouroullec 
for Flos 

$349; usa.flos.com 

You know when you get home 
and dump out your pockets 
all over the place, then can’t 
find anything? There’s a better 
solution, and it involves a tray. 



need after you get through it. 


i * 
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Mail LED table lamp 
by Emmanuel Gallina 
for Forestier 

$ 1,094 ; lumens.com 

There are three slots-one for 
bills, one for junk mail, 
and one for Netflix DVDs, if for 
some reason you’re still 
sending these back and forth. 


Bristol light 
table easel 
by Jonathan Adler 

$550; jonathanadler.com 

The easel allows for a picture 
of your family. Point the 
light at the frame for a gallery 
effect-or at your work 
when they’ve all gone to sleep. 


Aerelight A1 

$299; citenyc.com ■ 

The maker claims that, even 
if you run this OLED light for five 
hours a day on its brightest 
setting, it will last at least 10 years 
without having to be replaced! 
There’s also a charging pad built 
into the base. 


W152 Busby lamp 
by Industrial Facility 
for Wastberg 

$475; thefutureperfect.com 

Don’t let size and 
simplicity fool you: Three 
ports each supply 3 amps 
of power, so devices 
charge at their fastest rate. 


Etc 




Smarter Faster Better offers tips to avoid being 
dumber, slower and worse. By Joel Stein 


N ot only will Smarter Faster 
Better: The Secrets of Being 
Productive in Life and Business 
make you more efficient if 
you heed its tips, it will also 
save you the effort of reading 
many productivity books ded- 
icated to the ideas inside. You 
needn r t read Superforecasiing-inaVs 
covered in Smarter Faster’ s Chapter 6: 
Decision Making-Origmn/s (Chapter 7: 
Innovation), The 4-Hour Workweek 
(Chapter 4: Goal Setting), Work Rules! 
(Chapter 2: Teams), Sources of Power 
(Chapter 3: Focus), and probably a bunch 
of other books I don’t even know about. 
Plus a lot of Harvard Business Review case 
studies I think I’ve heard about on NPR. 
That’s, like, 30 hours saved right there. 

Charles Duhigg, the author, elevates 
the life-hacking genre. The Pulitzer 
Prize-winning New York Times business 
writer had a hit in 2012 with The Power of 
Habit: Why We Do What We Do in Life and 
Business. His writing is smart, measured, 
and fun. In Smarter Faster there are even 
little cartoons to illustrate some of his 
ideas. He uses the Malcolm Gladwell 
model of shaping academic studies into 
hacks but applies a less excitable tone 


and a more cinematic style. He’s a 
reasonable man trying to figure out 
how we all can do a little better by 
adjusting our life a bit. He even 
starts and ends his book by showing 
how he struggled to use his own tips 
to write it without flipping out on his 
wife and kids. 

Almost ail the chapters 
begin by throwing the 
reader into the middle of 
a catastrophe: the Yom 
Kippur War, the kidnapping 
of a national security con- 
sultant by the Bloods, the 
final table in a huge poker 
tournament, being assigned 
a really lame study group at Yale’s 
B-school. Then Duhigg stops the narra- 
tive to introduce some unlikely person 
who undertook some unlikely experiment 
to discover some unlikely psychological 
quirk that led to some unlikely improve- 
ment in her work. He refrains from that 
annoying business book thing when he 
tells you exactly how you can use this in 
your middle-manager job. He assumes 
you can figure that out yourself. 

Even if you’ve already read a lot of his 
productivity tips elsewhere (seriously. 


READ THIS-THEN 
EXPLAIN 
WHATYOUREAD 
TO SOMEONE 


stop checking your e-mail), the stories 
Duhigg chooses to illustrate these tactics 
are compelling. He compares a 2009 
plane crash, in which pilots tried to right 
the craft by focusing too intently on 
individual instructions from the 
flight computer, with another flight 
in which the engine destroyed 
a wing but the pilot saved the 
day by picturing his enormous 
jet as a simple Cessna. In doing 
so, Duhigg shows that training 
yourself with mental models 
and not mindlessly reacting to 
data can make you smarter. 

He talks about how the Saturday 
Night Live work culture might be 
harsh and competitive and have 
horrifying hours, but by ensuring 
that everyone is heard at every 
meeting, producer Lome Michaels 
creates psychological safety, 
making the group better. Duhigg 
unearths an anecdote from 1955, 
when the head of Japan’s rail- 
roads demanded his engineers 
design a train that wouldn’t top 
out at 65 miles per hour, the fastest 
at the time, but rather hit 120 mph, 
leading to the radical innovations 
that created the bullet train. His 
interviews with a factory worker 
at a plant jointly run by Toyota 
and General Motors show that 
empowering workers closest to a 
problem is the best way to solve 
it. And he shares how the writers of 
Frozen had a creative breakthrough 
and saved a failing script 
by drawing on their per- 
sonal experiences with 
having a sister. I don’t 
know if that’s smarter, 
faster, or better, but I do 
know it’s good marketing 
to have something about 
Frozen in your book. 
Duhigg’s final tip is to 
avoid swimming in data by doing some- 
thing with the useful parts-just like 
we’re taught to use a new word in a sen- 
tence immediately. “If you read a book 
filled with new ideas, force yourself to 
put it down and explain the concept,” 
he writes. Doing that here, I wasn’t 
only able to get through Smarter Faster 
Better in three days, despite being a slow 
reader, but I also finished this review in 
a few hours. I believe Duhigg could turn 
my accomplishment into a swashbuck- 
ling tale of heroism. O 


What I Wear to Work 


Etc 
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SJ 


Your Dot Martens 
are classic. 

I went to art school in the 
'<K)£ and lived in lXxs 
and motorcycle jackets, 
so when grunge came 
back. I was all over It* 


Your jeans are 
giving off a rock vibe. 

I love these, because 
they’re ripped at 
the knee, which is 
pseudo against f 

office policy, but I think 
1 can get away with it. i 


You’ve got a 
lot going on with 
your wrists. 

I do. The watch is 
rose-gold, which 
is my favorite 
because it has 
that kiss of pink 


Do you always 
layer your bracelets 
like that? 

collect bangles. There 
are real diamond 
bracelets and then 
some cheap things- ill 
like it, I’ll buy it, 


in it 


EXPRESS 


MICHAEL KORS 


Is the red string on 
your left wrist a cabala 
bracelet? 

Yeah. l T ve only had it 
since the fall, and Tve 
already met wonderful 
people. People who 
practice it see it and know 
exactly what it means. 


How would you 
describe your style? 

rm a fret? spirit mi*ed 
with rocker dhic. I 
don't work in finance 
or something stuffy, 
so I can have fun with 
fashion. One of my big 
clients jokes that he 
wears sunglasses indoors 
because hi* designer has 
shiny clothes 




I doti- 1 think Tve 
seen anything like that 
necklace before* 

It ties, so I can wear it 
straight down with a 
tiny loop, which is what 
I’ve done today, or t 
could wear it as a choker 
if I tied it further. 


42, fc 
efex 
>tacv 

Na 


M tkjfak 


Interview by Jason Chen 


What does your 
J company do? 

We design textiles for 
V the hospitality industry, 
^ for everything from 
drapes to chairs* 


• drapes to chairs* 

I 

1 










Political director, NBC News 






“My first beat was covering 
House races in ’92. The 
people who work in those 
eventually end up running 
presidential campaigns- 
a lot of my best sources I met 
there 25 years ago.” 


“From 1997 to 1999 
was all things Clinton and 
Lewinsky. Dealing - 
with the salacious details 
always felt messy.” 






1992-94 

Intern* staff writer* 
the Horlinc 

1994-99 

Pounding 
in an aging editor. 
Sports Huamwi Daily 


1996-97 

hounding editorial 
staff* ftjlitksNOW, 
PdilfcsUSA 


1997—2001 

Managing editor. 

the J iatlitic 


cable news guest 

2001-07 

Iditorin chief* the 
ttadtne. MffJbfid journal 


On the Meet The Press set with the late Tim Russert 
(right) and the Washington Post’s Chris Cillizza in 
2007, the year Todd joined NBC News 


“When it went from just 
CNN to a three-cable-channel 
world with MSNBC and 
Fox, suddenly they were 
desperate for people on TV. 

I did quite a bit of O’Reilly 
Factor and Inside Politics.” 




Interviewing Hillary Clinton 
on Meet The Press, 2016 


“I joke that I’m always on call. 
I rarely drink, because I never 
know when I’m going on-air.” 


“I was drum major my senior 
year. At our school, band 
geeks were a little higher on 
the social totem pole/ 5 


With the 
Hotline’s then 
editor-in-chief, 
Craig Crawford, 
2000 


Miami Killian Senior 
High School* 
Miami* class of 1990 

Gcoqge Washi ngtem 
University. 
Washington* IXC 


“I’m about six 
credits short. 

It was a financial 
decision.” 


“It was the one time I left politics, 
and I couldn’t wait to get back. 
November 1994 election night was 
the hardest-just to watch.” 


2007- 

Present 

Political director, 
HllC Hem 

2009-14 

Chief While 
House correspondent* 
NBC Hem 

2014- 

Prescftt 

Moderator, ^ 
AJm 


“The only thing 
I haven’t covered is 
a contested 
convention. I can’t 
help but think we 
might be covering a 
contested [Republican] 
- convention in 
Cleveland. This could 
be wild.” 


With his family after his debut 
as moderator of Meet The Press, 
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1. “If you can do something, just say ‘yes.’ Not ‘yes, but.’ My dad taught me that.” 2. “Always get to ‘yes.’” 3. “In obituaries you’re never survived by c°' 
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It's oo secret: business has changed— in every way, for every 
business. Mod ern technologies have brought new opportunities 
and new challenges, like BYOD and a mobile workforce, that 
old networks just weren’t built for. While demand on these 
networks has increased exponentially, networking costs have 
skyrocketed and IT budgets haven’t kept pace. 


Comcast Business Enterprise Solutions is a new kind of network, 
built for a new kind of business. With $4.5 billion inv^ed in our 
national IP backbone and a suite of managed solutions, Comcast 
Business is committed to designing, building, implementing 
and managing a communications network customized to the 
needs of today’s large, widely distributed enterprise. 


INTRODUCING COMCAST BUSINESS ENTERPRISE SOLUTIONS 



COMCAST BUSINESS B4B BUILT FOR BUSINESS* 


business.comcast.com/ enterprise 






DARE GREATLY 
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